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Hearing  held  before  the  Pubhc  Service  Commission  of 
the  Commonwealth  of  Pennsylvania,  in  the  Supreme  Court 
Room,  in  the  Capitol  Building,  Harrisburg,  Pa.,  Thursday, 
November  5,  1914,  at  10  o'clock  a.  m. 


Present:  Commissioners  Pennypacker,  acting  Chairman, 
Johnson  and  Wright. 

William  N.  Trinkle,  Esq.,  counsel  for  the  Com- 
mission. 

Berne  H.  Evans,  Esq.,  assistant  counsel  for  the 
Commission. 

Archibald  B.  Millar,  Esq.,  Secretary  of  the  Com- 
mission. 

J.  L.  SwAYZE,  Esq.,  Robert  V.  Marye,  Esq.,  and 
Addison  Candor,  Esq.,  counsel  for  The  Bell 
Telephone  Company  of  Pennsylvania  and  The 
Central  District  Telephone  Company. 

H.  Eindlay  French,  Esq.,  Ogle  Marbury,  Esq., 
and  George  B.  Gordon,  Esq.,  counsel  for  the 
Pittsburgh  Chamber  of  Commerce. 

Charles  K.  Robinson,  Esq.,  First  Assistant  City 
Solicitor,  representing  the  City  of  Pittsburgh, 
intervenor. 
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14(Ha         Stipulation  in  re  Title  to  Righis-of-lVay. 


Mr.  Candor  :  You  may  recollect  that,  after  we  had  put  in 
the  valuations  of  rights-of-way,  there  was  some  suggestion 
made  about  proof  of  title  to  those  rights-of-way,  and  we 
thought  we  would'  do  it  with  the  original  deeds.  We  discov- 
ered, however,  that  there  were  some  seventy-five  or  eighty 
thousand,  and  it  was  suggested  that  w^e  could  put  on  record  a 
stipulation,  that  would  be  satisfactory  to  Mr.  Trinkle  and  to 
Mr.  French,  to  obviate  the  necessity  of  encumbering  the  rec- 
ord, and  we  have  agreed  that  this  stipulation  should  be  entered, 
with  the  permission  of  the  Commission : 

To  obviate  the  needless  encumbering  the  record  by  the 
introduction  in  evidence  of  many  thousand  grants  and  con- 
veyances of  rights-of-way,  it  is  admitted,  for  the  purposes  of 
this  case,  that  the  titles  to  the  rights-of-way,  the  valuations 
of  which  have  been  given  in  evidence,  are  all  vested  in  either 
The  Bell  Telephone  Company  of  Pennsylvania  or  The  Central 
District  Telephone  Company,  without  the  necessity  on  the 
part  of  said  companies  of  introducing  further  formal  proof 
thereof.  All  said  grants  and  conveyances,  however,  to  be  avail- 
able for  examination  at  the  offices  of  the  said  companies  by 
the  Public  Service  Commission  of  Pennsylvania,  or  its  duly 
accredited  representative,  at  all  tim.es  within  reasonable  busi- 
ness hours,  and  with  the  like  effect  as  though  the  same  had 
been  offered  in  evidence. 

The  Chairman  (Commissioner  Pennypacker)  :  The  ef- 
fect of  that  agreement  is  to  give  the  Commission  the  oppor- 
tunity of  going  over  seventy  thousand  deeds? 

Mr.  Candor  :    If  they  desire  to,  or  their  representative. 

Mr.  Swayze  :  To  avoid  forcing  the  Commission  to  go 
over  that  many. 

Mr.  Marye  :  The  notice  of  this  hearing  which  we  re- 
ceived, indicated  that  the  hearing  would  be  devoted  to  the 
introduction  of  such  testimony  as  the  Commission  or  the 
Chamber  of  Commerce  of  the  City  of  Pittsburgh  might  see  fit 
to  introduce.  Before  going  into  that  phase  of  the  matter,  we 
crave  the  indulgence  of  the  Commission  in  recalling  ]\Ir.  Trax, 
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whom  I  wish  to  ask  a  few  questions  which  I  forgot  to  ask 
when  he  was  on  the  stand  before. 

The  Chairman  (Commissioner  Pennypacker)  :    You  may 
call  him. 


Harlaxd  a.  Trax,  recalled. 

By  Mr.  Marye  :— 

Q.  Did  the  exhibits  which  you  produced  and  filed  when 
you  were  on  the  stand  before,  showing  the  annual  expenses 
of  the  Bell  telephone  companies  in  the  State  of  Pennsylvania 
for  the  year  1913  and  an  estimate  of  the  year  1914,  consist  of 
the  expenses  as  they  are  carried  on  the  books  of  the  two  com- 
panies in  this  State  as  such,  under  the  present  system  of 
accounting? 

A.  Yes,  sir,  just  as  they  are  carried  on  the  bodks. 

O.  Did  they  include,  therefore,  the  expenses  of  the  Traffic 
Engineer's  Office? 

A.  Yes. 

O.  And  all  of  the  general  expenses? 

A.  All  general  expenses,  yes,  sir. 

Q.  And  the  expenses  of  the  Commercial  Department,  in 
connection  wath  advertising  and  what  we  term  selling  service? 

A.  Yes,  sir. 

Q.  No  attempt  was  made  to  adjust  the  expenses  by  de- 
ducting anything  for  those  items? 

A.  No. 

O.  In  his  exhibits,  in  which  he  attempted  to  show  his  esti- 
mate of  replacement  value  new  of  these  properties  in  Penn- 
sylvania, Mr.  Hayward  carried  to  construction  a  percentage  of 
the  expenses  of  the  Traffic  Engineer's  Office,  and  also  a  per- 
centage of  the  general  expenses,  which  he  thought  should  prop- 
erly go  to  construction,  and  nov;  all  of  those  expenses  go  to 
annual  expenses? 

A.  That  is  risht. 
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y.  IJavc  you  made  an  estimate  to  indicate  to  the  Commis- 
sion about  what  those  expenses  would  amount  to,  if  you  ad- 
justed your  exhibits  so  as  to  correspond  with  Mr.  Hayward's 
exhibits? 

A.  Yes,  sir. 

O.  Under  the  standard  system  of  accounting  prescribed 
by  this  Commission  and  the  Interstate  Commerce  Commission, 
is  it  definitely  laid  down  how  we  shall  treat  those  expenses? 

A.  \o,  it  is  not.  A  clearing  account  is  provided,  through 
which  we  could  charge  to  capital  account  certain  general  ex- 
penses and  traffic  engineering  expenses  which  are  properly 
chargeable  to  capital  account. 

O.  Under  that  system  of  accounting,  then,  it  is  optional? 

A.  Yes.  It  is  not  specifically  provided  that  it  should  be 
done,  and  the  company  is  not  doing  it, 

O.  What  was  the  percentage  of  traffic  engineering  in  1912 
that  appears  in  your  exhibit  as  expenses? 

A.  It  was  not  taken  as  a  percentage  of  the  total  traffic 
engineering  for  that  year.  An  estimate  was  made  of  how 
much  trafffc  engineering  expense  was  properly  chargeable  to 
construction,  and  then  it  was  found  that  that  expense  was  a 
certain  percentage  of  the  construction  in  that  year.  The  work 
of  the  traffic  engineer  is  associated  only  with  certain  kinds 
of  construction — central  office  equipment,  buildings,  toll  plant, 
and  exchange  underground  cable  in  multi-office  cities — and  it 
was  found  from  this  study  that  2.163%  of  the  total  cost  of 
central,  office  equipment  is  traffic  engineering  expense,  .392% 
of  the  total  cost  of  buildings  is  traffic  engineering  expense, 
4.17%  of  the  total  cost  of  toll  plant  is  traffic  engineering  ex- 
pense, and  .825%  of  the  cost  of  underground  cable  in  the 
multi-office  cities.  So,  in  order  to  determine  what  amount  of 
traffic  engineering  expense  for  these  other  years  should  prop- 
erly be  charged  to  capital  account,  we  took  those  same  per- 
centages and  applied  them  to  the  net  increase  in  those  respec- 
tive classes  of  plant  during  those  years;  thus  we  found  how 
much  traffic  engineering  expense,  in  each  of  those  years,  was 
properly  chargeable  to  construction. 

O.  How  much  was  it  for  1912? 

A.  For  1912  it  was  $20,237. 
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O.  And  for  1913? 
A.  For  1913,  $34,980.78. 
Q.  And  your  forecast  of  expenses  for  1914? 
A.  $42,701.66. 

O.  Now  take  up  the  item,  General  Expense. 
A.  General  Expense  was  based  on  a  study  covering  two 
years  in  Mr.  Hayward's  appraisal — 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.  Are  you  changing  the  figures  as  they  have  heretofore 
been  given  to  us ;  that  is',  are  you  adding  to  the  expenses,  or 
changing  the  capital  account,  or  are  a'ou  only  v.-orking  out  per- 
centages ? 

A.  \\'e  are  deducting  from  the  expenses  as  we  showed 
them  in  an  exhibit  that  was  filed  at  a  previous  hearing. 

Mr.  Marye  :  In  order  that  there  may  be  no  duplication. 
if  Mr.  Hayward's  exhibits  are  to  be  taken  as  showing  the 
vahie  of  the  property,  and  in  view  of  the  fact  that,  in  his 
exhibits,  he  included  as  part  of  his  capital  some  of  these  ex- 
penses, we  have  thought  that  we  ought  to  show  how  much  we 
ought  to  take  from  our  annual  expenses,  in  order  to  have  no 
duplication. 

The  Chairmax  (Commissioner  Pennypacker)  :  This  is 
not,  then,  to  qualify  ~Slr.  Hayward's  estimate  of  the  capital? 

]Mr.  jMarye:  Xo,  sir,  just  to  qualify  our  expense  tables; 
not  to  modify  his  at  all.  These  amounts  are  to  be  deducted 
from  our  expense  tables,  if  they  are  to  be  regarded  as  ap- 
plicable to  Mr.  Hayward's  estimates. 

The  Witness  :  In  the  appraisal,  the  amount  of  general 
expense  to  be  charged  to  capital  account  was  determined  by 
a  study  covering  a  period  of  two  years,  and  they  found  that, 
during  that  time,  the  general  expense  chargeable  to  construc- 
tion amounted  to  1.794%  of  the  physical  property  constructed 
during  that  period.  So  we  have  corrected  the  expense  ac- 
counts by  taking  that  same  percentage  of  the  net  increase  in 
construction  during  each  vear. 

By  Mr.  Marve  : — 

O.  And  what  did  that  amount  to  in  dollars  for  1912? 
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A.  $47,155. 

Q.  And  in  1913? 

A.  $52,587,  and  the  estimated  amount  for  1914  was 
$81,645. 

Q.  Those  two  items  were  treated  by  Mr.  Hayward  in  that 
portion  of  his  exhibit  of  replacement  value  new,  under  the 
general  heading  of  Physical  Property? 

A.  Yes,  sir. 

Q.  Under  his  general  item  of  Cost  of  Establishing  the 
Business,  he  had  an  item,  which  I  think  he  termed  Cost  of 
Selling  Service,  or  Selling  Service  ?     • 

A.  Yes,  sir. 

O.  As  a  matter  of  fact,  as  you  stated  just  now,  all  the 
expenses  for  that  we  carry  and  clear  through  our  annual 
expenses  ? 

A.  Yes,  sir. 

Q.  And  he  carried  a  portion  of  it  into  capital.  Now  if  you 
correct  your  expense  exhibits  in  order  to  eliminate  that  duplica- 
tion, what  figure  would  you  arrive  at  for  1912? 

A.  In  1912  we  deduct  for  Selling  Service  $114,206. 

O.  And  for  1913? 

A.  $162,276  and  for  1914.  $167,176. 

Q.  How  about  the  year  1915,  for  each  of  those  items? 

A.  We  assumed,  in  the  case  of  each  of  those  items,  that 
the  year  1915  would  show  the  same  increase  as  the  year  1914, 
but  we  have  no  provisional  estimate  for  1915.  We  assumed 
it  would  be  the  same  as  1914;  that  is,  that  the  increase  of  1915 
over  1914  w^ould  be  the  same  as  the  increase  of  1914  over  1913. 
These  same  figures,  being  based  on  the  increases,  would  be 
exactly  the  same  for  1915  as  for  1914. 

Bv  The  Cii.mrman  (Commissioner  Pennypacker)  : — 

Q.  You  do  not  mean  it  will  be  the  same?  You  mean  it 
will  increase  in  the  same  proportion,  you  think? 

A.  In  the  year  1914  we  had  a  net  increase  of  a  certain 
number  of  stations,  and  we  estimate  that  we  will  have  the  same 
net  increase  in  stations  for  1915.  So  that  the  cost  of  selling 
those  stations,  the  increased  number  of  stations,  will  be  exactly 
the  same  in  1915  as  in  1914,  and,  therefore,  the  amount  to  be 
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deducted  from  expense  on  that  account  would  be  the  same.    It 
will  not  increase  at  all,  as  we  estimate  it. 

By  Mr.  Marye  :— 

Q.  How  about  the  item  of  Traffic  Engineering? 

A.  The  traffic  engineering  item  is  also  assumed  to  be  the 
same  for  1915,  because  the  increase  in  those  particular  classes 
of  plant  that  the  traffic  engineer  has  connection  with,  we 
assume  will  be  the  same  in  1915  as  in  1914. 

Q.  Is  the  same  true  of  General  Expense? 

A.  The  same  as  to  General  Expense,  yes,  sir. 

By  The  Chairman  (Commissioner  Pennypacker)  : — 

Q.  With  increased  experience  and  facilities,  is  it  not  pos- 
sible that  those  expenses  might  be  reduced? 

A.  It  is  possible,  I  suppose,  but  we  did  not  take  any 
account  of  a  possible  increase  in  efficiency  in  doing  that  work. 
We  assumed  it  would  cost  about  the  same  in  1915  as  in  1914. 

By  Mr.  Marye  :— 

Q.  As  I  recall,  you  testified,  in  connection  with  your  ex- 
hibits showing  the  expenses  of  the  two  companies  in  this  State 
for  the  year  1914,  that  they  were  an  estimate  based  on  the 
experience  of  the  few  months  of  1914  which  were  then  avail- 
able. Have  you  since  made  an  efifort  to  check  up  that  estimate 
by  the  actual  results  that  have  transpired  since  those  exhibits 
were  made? 

A.  Yes,  sir.  Tliat  estimate  was  really  the  provisional  esti- 
mate for  the  year  1914,  which  was  made  prior  to  the  begin- 
ning of  the  year,  but,  on  account  of  business  conditions,  it  has 
been  found  that  the  actual  revenue  for  the  year  1914  has  fallen 
very  much  short  of  the  provisional  estimate. 

Q.  How  much? 

A.  For  the  first  nine  months  it  has  fallen  short — the  gross 
revenue  has  fallen  short — $361,000,  or  at  the  rate  of  at  least 
$450,000  for  the  year. 

Q.  How  about  the  expenses? 

A.  The  expenses  have  been  reduced  about  $86,000  below 
what  had  been  expected  during  the  first  nine  months,  or  at  the 
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rate  of  $110,000  a  year,  so  tliat  the  actual  net  revenue,  for  the 
first  nine  months  of  1914,  has  been  $274,000  less  than  ex- 
pected, or  about  v$340,000  less  for  the  full  year. 

Q.  In  other  words,  the  net  revenue,  as  shown  in  your 
estimate  for  the  year  1914,  is  upwards  of  $300,000  more  than 
the  actual  ? 

A.  More  than  the  actual. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.  You  are  making  a  comparison  now  with  expectations. 
How  does  it  compare  with  the  preceding  year?  Would  not 
that  be  the  better  comparison  ? 

A.  It  shows  an  increase  over  the  preceding  year,  but  not 
the  increase  that  was  counted  upon. 

Q.  Counted  upon;  who  did  the  counting? 

A.  That  was  done  for  the  year  1914  by  practically  all  the 
employes,  most  of  the  employes  of  the  company ;  that  is, 
those  in  charge  of  the  work  of  the  various  departments 
throughout  the  State  had  a  hand  in  preparing  this  provisional 
estimate.  It  was  based  on  local  estimates  furnished  from  each 
district  and  compiled. 

Q.  And,  to  a  certain  extent,  they  got  astrav? 

A.  Yes. 

Mr.  Swayze  :  They  did  not  anticipate  business  conditions, 
Governor. 

The  Witness  :  On  account  of  business  conditions,  the 
year  1914  has  fallen  very  far  short  of  what  was  estimated. 


The  Bell  Telephone  Company  of  Pennsylvania  and  The 
Central  District  Telephone  Company  close. 
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The  Chairman  (Commissioner  Pennypacker)  :  Has  any- 
body else  any  testimony  to  present? 

Mr.  Gordon  :  Yes,  sir.  In  appearing  here  for  the  Pitts- 
burgh Chamber  of  Commerce,  it  is  perhaps  not  inappro- 
priate that  I  should  make  a  short  statement  as  to  wliy  the 
Pittsburgh  Chamber  of  Commerce  is  here,  and  what  \xe 
expect  to  be  able  to  show  in  the  wa}^  of  evidence.  The 
Pittsburgh  Chamber  of  Commerce,  of  course,  is  not  in  busi- 
ness as  a  corporation.  We  are  not  here  for  the  purpose 
of  trying  to  obtain  any  unjust  advantage  in  the  way  of 
telephone  rates.  On  the  contrary,  we  are  here  with  the 
realization  of  the  fact  that  a  rate  which  is  just  to  the  public 
is  just  to  the  public  service  corporation.  W'e  are  all  try- 
ing to  get  at  the  same  thing;  that  is,  what  is  a  fair  and 
just  telephone  rate.  As  the  Commission  is  doubtless  aware, 
the  Pittsburgh  Chamber  of  Commerce,  acting  on  behalf  of 
the  citizens  of  Pittsburgh  generally  and  of  its  own  members 
in  particular,  filed  a  complaint  before  the  Commission  ask- 
ing for  an  investigation  of  the  Pittsburgh  telephone  rates. 
We  alleged  in  our  complaint  that  telephone  rates  in  Pitts- 
burgh are  vmreasonable  in  themselves;  that  is,  they  are 
unduly  high,  they  give  the  company  too  much  compensa- 
tion, for  the  investment,  if  I  may  use  that  word,  in  the 
City  of  Pittsburgh.  The  second  ground  of  complaint  was 
that  the  City  of  Pittsburgh  was  being  discriminated  against 
by  the  telephone  company ;  that  is,  that  the  rates  in  Pitts- 
burgh were  unduly  high,  and,  if  I  might  put  it  in  this 
way,  merely  as  a  way  of  illustration,  that  perhajis,  even 
if  the  rates  that  were  received  by  the  Bell  Telephone  Com- 
pany from  the  country  at  large,  the  State  of  Pennsylvania 
and  parts  of  New  Jersey  and  Ohio  and  West  Virginia,  that 
they  cover,  might  in  the  aggregate  be  no  more  than  the 
company  was  justly  entitled  to,  nevertheless  the  rate  that 
Pittsburgh  paid  was  more  than  its  just  and  fair  proportion 
of  the  rates.  The  third  complaint  was  as  to  what  might 
be  called  discriminations  in  the  City  of  Pittsburgh  itself; 
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that  is,  that  the  chai.i;t's  were  not  classified,  the  zones  were 
not  arranged,  in  such  a  way  as  to  do  justice  between  the 
people  who  live  in  the  different  districts.  I  do  not  under- 
stand that  we  are  here  trying  to-day  that  complaint  of  the 
Pittsburgh  Chamber  of  Commerce,  but  I  unflerstand  that, 
in  what  might  be  spoken  here  as  a  state-wide  investigation 
of  the  telephone  situation,  which  has  been  conducted  for 
se\  eral  months  and  in  which,  if  I  understand  the  evidence 
correctly,  the  testimony  has  been  confined  to  the  State  at 
large — that  is,  how  much  money  is  there  in  the  State  at 
large  and  how  much  revenue  is  there  from  the  State  at 
large  and  how  much  depreciation  is  there  in  the  State  at 
large  and  all  that  kind  of  thing — there  did  not  seem  to  be 
anybody  who  appeared  to  present  the  public  side  of  the 
case.  The  telephone  situation,  as  presented  by  the  company, 
it  seems  to  us,  on  that  state-wide  situation,  is  subject 
to  some  legitimate  criticism.  Without  any  desire,  as  T 
say,  to  be  captious  or  to  take  any  unfair  position,  this  is  a 
very  broad  question,  and,  to  say  the  least,  you  cannot  get 
an  adequate  presentation  of  it  from  people  who  continually 
look  only  at  the  one  side.  That  is,  giving  them  every 
credit  for  all  possible  fairness,  men  who  have  studied  the 
situation  purely  Irorn  the  corporation  standpoint,  inevitably 
put  their  best  foot  foremost  when  they  get  into  court  with 
a  case.  It  is  quite  natural,  and,  therefore,  we  think  we  may 
be  able  to  aid  the  Commission  in  pointing  out,  through 
some  experts,  certain  fallacies  that  we  think  have  crept  into 
the  case,  both  in  the  way  of  theories  and  in  the  way  of 
facts;  although,  of  course,  I  want  the  Commission  to  un- 
derstand that  the  Pittsburgh  Chamber  of  Commerce  has 
not  unlimited  resources,  and  we  are  not  able  to  perhaps 
go  into  the  thing  with  the  thoroughness — certainly  are 
not — with  which  it  deserves.  Therefore,  the  testimony  that 
we  intend  to  offer  here  on  behalf  of  the  Pittsburgh  Chamber 
of  Commerce,  in  this  general,  state-wide  investigation,  wil/ 
be  meagre  in  a  sense,  directed,  as  I  say,  to  a  criticism  oi 
some  of  the  evidence  that  has  been  presented,  and  also  to 
show  to  the  Commission  that  you  do  not  really  get  anywhere 
with  a  state-wide  investigation,  because,  after  all,  what  you 
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have  to  decide  is  whether  Philadelphia  and  Pittsl)ur'^h  and 
Johnstown  and  Harrisburg  and  Scranton  and  every  other 
place  has  proper  telephone  rates — that  the  question  is  really 
a  local  question.  You  would  not  get  far  in  railroad  rates 
by  determining  the  abstract  proposition  of  whether  the 
Pennsylvania  Railroad  is  getting  money  enough,  when  the 
charge  was  one  of  discrimination  between  rates  on  its  lines. 

The  Chairman  (Commissioner  Pennypacker)  :  I  may 
say  that  this  investigation  started  with  an  effort  on  the  part 
of  the  Pennsylvania  Railroad  Commission  to  see  whether  it 
were  not  possible  to  establish  some  tmiformity  of  rates,  which 
would  be  just  in  all  directions,  and.  if  that  were  possible, 
necessarily  it  would  include  Pittsburgh. 

Mr.  Gordon  :  I  was  going  to  say  that,  when  we  con- 
cluded this  evidence,  we  intended  to  ask  the  Commission  to 
take  up  the  Allegheny  County  complaint — I  use  the  words 
Allegheny  County  as  being  practically  Pittsburgh — and  go  on 
then  with  the  segregation  and  the  particular  investigation  of 
Allegheny  County. 

Commissioner  Johnson  :  Would  you  be  prepared  to 
assist  the  Commission  by  supplying  the  information  which, 
in  your  judgment,  the  Commission  would  need  in  order  to 
determine  the  reasonableness  of  the  rates  in   Pittsburgh? 

Mr.  Gordon  :  When  we  get  the  necessary  data  from 
the  company. 

Commissioner  Johnson:  As  you  have  stated,  the  Com- 
mission is  confronted  with  the  rates  that  have  been  estab- 
lished by  the  Bell  Telephone  Company,  which  are  rates  for 
Philadelphia  and  for  Pittsburgh  and  for  five  different  classes 
or  grades  of  cities,  and,  of  course,  the  rates  that  we  must  pass 
upon  are  those  rates  applying  to  particular  cities  and  to  five 
classes  of  cities.  It  will  doubtless  be  helpful  to  us.  in  a  gen- 
eral way,  to  have  testimony  bearing  upon  the  state-wide  ques- 
tion. 

Mr.  Gordon  :     Undoubtedly. 

Com:.[Issioner  Johnson:  But  you  are  quite  correct  in 
saying  that  the  determination  of  the  case  must  be  with  refer- 
ence to  particular  localities,  and  I  personally  was  hoping  that 
you  would  be  in  position  to  help  us  with  that  final  and  con- 
crete problem  which  we  have  to  Avrestle  with. 
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Mr.  Gordon  :  Yes,  sir.  That  is  what  I  was  going  to  say, 
that,  when  you  look  at  all  this  mass  of  testimony,  it  is  only 
preliminary.  It  does  not  help  you.  It  is  not  segregated,  it 
is  not  cut  up,  in  such  a  way  as  to  give  the  Commission  any 
real  light  as  to  what  the  rates  are  to  be  in  these  different 
localities.  Now  we  will  present  as  far  as  we  can,  with  the 
data  at  command,  the  evidence  along  those  lines ;  that  is,  I 
say,  in  a  general  way,  a  general  criticism  of  what  has  been 
put  in,  and  general  testimony  to  show  you  that  the  matter 
of  telephone  rates  necessarily  must  be  a  local  question.  You 
cannot  spread  it  all  over  the  United  States  or  all  over  the 
State  of  Pennsylvania.  You  have  to  get  down  to  a  concrete, 
specific  rate,  in  order  to  accomplish  anything.  When  we  have 
done  that,  then  our  intention  was  to  ask  the  Commission  to 
segregate  .A.llegheny  County,  and  direct  the  telephone  com- 
pany to  give  us  the  data  as  to  Allegheny  County,  as  to  their 
cost,  their  value,  their  revenue  and  expenses  and  one  thing 
another  in  Allegheny  County.  Of  course,  without  informa- 
tion furnished  by  the  company,  nobody  can  make  a  calcula- 
tion. There  must  be  a  segregation  of  the  particular  district 
to  which  the  rate  is  to  apply,  and  that  is  what  we  want  to 
ask  the  Commission  to  do,  and  we  feel  that,  after  you  have 
heard  these  experts,  you  will  see  that  it  is  absolutely  essen- 
tiar  that  those  things  should  be  done  before  you  can  reach 
any  just  conclusion  as  to  the  specific  rates.  When  we  get 
down  to  Pittsburgh,  of  course,  then  the  Pittsburgh  Chamber 
of  Commerce  is  willing  to,  and  does  intend  to,  make  just 
as  fair  an  investigation  as  it  can  of  the  Pittsburgh  situation. 

The  Chairman  (Commissioner  Pennypacker)  :  I  under- 
stood in  the  course  of  the  presentation  of  your  own  case,  it 
was  your  thought  that  you  could  help  the  Commission  by 
presenting  some  evidence  which  would  affect  the  figures 
which  have  been  presented,  in  a  general  and  broad  way  ? 

Mr.  Gordon  :  Yes,  sir,  certainly.  Mr.  Robinson  has 
something  he  wishes  to  say  on  behalf  of  the  City  of  Pitts- 
burgh.    He  is  First  Assistant  City  Solicitor. 

Mr.  Robinson  :  Following  the  line  of  thought  just  sug- 
gested by  ]\Ir.  Gordon,  I  want  to  say,  in  behalf  of  the  City 
of  Pittsburgh,  that  the  Mayor  and  council  of  the  city,  con- 
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sidering  the  importance  of  this  subject  to  the  city  itself  and 
to  the  citizens  of  Pittsburgh  and  the  Pittsburgh  district,  have 
formally  authorized  the  Law  Department  of  the  city  to  inter- 
vene in  this  case  on  behalf  of  the  city. 

Commissioner  Johnson  :    Has  the  council  acted? 

Mr.  Robinson  :  The  council  of  the  city  and  the  Alayor, 
yes,  sir.  They  formally  passed  a  resolution  directing  the 
Law  Department  to  intervene  in  the  matter,  in  so  far  as  it 
affects  Pittsburgh  and  the  Pittsburgh  district,  and  we  would 
ask  leave  to  formally  intervene  as  a  party  complainant,  in 
addition  to  the  Chamber  of  Commerce. 
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Evidence  in  behalf  of  the  Pittsburgli  Chamber  of  Commerce 
and  the  City  of  Pittsburgh. 


Edwakd  W.  Bemis,  having  been  duly  sworn,  was  ex- 
amined as  follows : 

By  ]\1r.  French  : — 

O.  \y'\\\  you  please  state  your  age,  residence  and  occupa- 
tion? 

A.  54  years  of  age ;  residence,  Chicago ;  occupation,  public 
utility  expert. 

O.  \\  hat  colleges  have  you  attended  and  \\hat  degrees  do 
you  hold? 

A.  I  graduated  at  Amherst  with  the  A.B.  degree  in  1880, 
and  I  obtained  the  degree  of  Doctor  of  Philosophy  in  Eco- 
nomics and  History  at  the  Johns  Hopkins  in  1885. 

Q.  Have  you  ever  had  any  occasion  to  make  an  intensive 
study  of  public  utility  problems? 

A.  Yes. 

O.  Will  you  state  what  your  studies  have  been? 

A.  I  had  practical  experience  as  superintendent  of  the 
Water  Department  of  Cleveland,  Ohio,  from  September,  1900, 
until  the  close  of  December.  1909,  a  city  of  over  half  a  million 
population,  and  I  have  been  studying  the  subject  of  public 
utilities,  have  been  lecturing  and  teaching  upon  them  in  col- 
lege, have  been  making  investigations  for  public  bodies  and 
appearing  in  court  proceedings,  both  before  and  during  that 
time.  Then  I  was  Deputy  Commissioner  of  \\'ater  Supply, 
Gas  and  Electricity  in  Xew  York  City  from  January,  1910, 
until  the  late  fall  of  that  year,  and  since  that  time  I  have  de- 
voted my  entire  work  to  helping  in  these  matters  some  cities, 
states  and  the  national  government. 

O.  Have  you  ever  investigated  the  affairs  of  any  Bell 
telephone  company? 
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A.  In  Chicago,  I  had  charge  of  a  lengthy  investigation 
of  telephone  rates  of  the  Chicago  Telephone  Company,  within 
the  city  limits  of  Chicago. 

By  Commissioner  Johnson: — 

O.  When  was  that? 

A.  In  1911  and  1912.  It  extended  over  about  a  year  and 
a  half. 

O.  Did  it  result  in  the  establishment  of  a  schedule  of 
rates  ? 

A.  Yes ;  a  schedule  that  was  accepted  by  both  the  city 
and  the  company,  and  has  been  in  effect  now  since  the  early 
part  of  1913. 

By  AIr.  French  : — 

Q.  That  investigation  of  yours  in  Chicago  followed  sev- 
eral other  investigations,  and  your  investigation  corrected  the 
results  of  those  previous  investigations  of  the  company? 

Mr.  Sw^ayze:     I  object  to  the  word  "corrected." 
By  Mr.  French  :— 

Q.  Altered,  then  ? 

A.  My  investigation  followed  other  investigations  that 
had  been  made  by  a  man  engaged  for  the  purpose  by  the  city, 
and  differed  from  them  in  the  conclusions  reached. 

O.  And  your  conclusions  were  accepted  ? 

A.  My  conclusions  were  accepted,  yes. 

Q.  What  position  do  you  now  hold  and  what  work  are 
you  now  engaged  in,  in  connection  with  iniblic  utilities? 

A.  I  am  on  the  Advisory  Board  of  the  Interstate  Com- 
merce Commission,  a  board  at  the  present  time  consisting  of 
three  members,  who  are  called  in  frequently  for  advice  with 
regard  to  the  general  policies  of  valuation  of  railroads  and 
telegraph  and  telephone  plants,  under  the  well  known  \'alua- 
tion  Act  of  Congress.  I  have  some  special  duties  besides  those 
on  the  Advisory  Board,  in  connection  with  that  work,  more 
particularly  in  connection  with  the  accounting  side  of  it.  I  am 
Director  of  Appraisals  for  the  District  of  Columbia,  and  have 
now  charge  of  the  valuation  of  all  the  public  utilities  of  the 
City  of  Washington,  which  will  include  telephones,  although 
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vft  have  not  yet  reached  that.  We  are  now  at  work  upon  the 
street  railways  and  the  electric  light  and  power  companies,  and 
then  we  follow  with  gas  and  telephones. 

Q.  Have  you  ever  worked  in  an  advisory  capacity  to  pub- 
lic service  commissions? 

A.  I  might,  to  continue  the  reply,  say  I  am  also  on  the 
Board  of  Supervising  Engineers  of  the  City  of  Chicago,  a 
board  of  three — I  am  the  city  representative — which  has  su- 
pervision of  the  entire  surface  lines,  about  a  thousand  miles, 
in  the  City  of  Chicago,  under  the  Ordinance  of  1907,  and  I  am 
assisting  cities  and  states  somewhat  elsewhere. 

Q.  Have  you  read  the  testimony  in  this  case  and  con- 
sidered the  exhibits? 

A.  Yes ;  I  think  I  have  been  all  through  them. 

Q.  Are  you  familiar  with  the  so-called  reproduction 
method  of  valuation? 

A.  Yes. 

Q.  In  your  opinion,  does  that  method  work  out  fairly  in  a 
case  like  the  present,  both  to  the  company  and  the  public? 

A.  I  do  not  think  it  does. 

Q.  Will  you  point  out  what,  in  your  opinion,  are* some  of 
the  limitations  of  the  reproduction  method  as  a  basis  for  rates? 

A.  It  is  unfair  to  the  public  when  the  costs  of  labor  and 
material  are  rising,  as  they  have  been  since  1896.  It  is  unfair 
to  the  company  when  the  costs  of  labor  and  material  are  fall- 
ing, as  they  were  for  many  years  prior  to  1896.  The  theory 
would  lead  to  a  change  of  rates  with  a  change  in  the  cost  of 
duplication  of  the  property,  and  that  cost  may  vary  very  much 
from  year  to  year,  without  involving  any  change  in  the  invest- 
ment that  has  gone  into  it.  It  is  not,  therefore,  to  my  mind, 
fair  to  either  side ;  neither  is  it  stable,  and  gives  a  speculative 
situation  to  the  whole  matter  which  might  justify  an  insurance 
against  that,  which  would  not  be  the  case  if  we  had  a  more 
secure  basis.  Then  it  interferes  with  the  whole  theory,  set  up 
everywhere,  I  think,  by  accountants,  of  depreciation,  which  is 
that  reserves  are  to  be  accumulated  to  write  off  the  cost  of  the 
property  that  is  scrapped  or  abandoned  from  tim.e  to  time,  and 
not  to  write  off  its  present  reproduction  value  new.  The  Inter- 
state Commerce  Commission,  so  far  as  it  has  given  orders,  has 
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looked  toward  that  situation,  that,  when  a  car,  or  a  building, 
or  a  piece  of  track,  or  a  bridge,  is  abandoned  or  renewed,  the 
railroad  shall  write  out  of  capital  account,  not  what  it  would 
cost  to-day  to  reproduce  it  new,  but  what  it  did  cost  when  it 
was  built,  and  that  is  the  general  way  in  which,  I  think,  if  I 
understand  it  aright,  the  American  Telephone  &  Telegraph 
Company  is  keeping  its  own  depreciation  reserves,  writing  off 
the  actual  cost,  or,  if  they  cannot  get  it  from  their  books,  their 
estimate  of  what  it  did  cost  when  it  was  put  there,  and,  so  far 
as  I  am  aware,  that  is  a  universal  way  of  keeping  depreciation 
reserves.  It  seems  to  me,  therefore,  out  of  harmony  with  that 
important  phase  of  public  utility  management  to  introduce 
another  theory  of  valuation. 

O.  What  do  you  think  of  the  fairness  of  the  reproduction 
method  in  regard  to  the  valuation  of  rights-of-way? 

A.  The  theory  of  valuing  rights-of-way  is  very  much  like 
the  theory  of  valuing  land.  The  probability  is,  I  think,  that 
in  time,  in  rate  cases,  the  increase  in  value  will  not  be  taken 
into  consideration.  That  has  not  come  completely  yet.  I  see 
a  tendency  in  that  direction  in  the  Minnesota  Rate  Case,  where 
they  refused  to  allow  certain  features  of  land  values  w-hich  are 
there. 

By  Mr.  Gordon  : — 

Q.  That  was  the  Supreme  Court  of  the  United  States? 

A.  Yes.  For  example,  a  railroad  cannot  get  land,  under 
the  replacement  theory,  without  not  only  paying  what  the  land 
is  worth  to  the  owner,  but  certain  costs  of  acquisition,  certain 
probable  multiples  due  to  the  fact  that  it  -would  be  held  up  by 
abutting  property  owners,  if  it  tried  to  buy  a  right-of-way ;  it 
might  have  to  clear  off  structures  on  the  land ;  it  would  have 
to  carry  the  land  while  it  was  putting  on  the  track  and  bridges 
and  getting  ready  to  operate — in  other  words,  interest  during 
construction.  There  w^ould  be  legal  expenses,  engineering,  etc. 
Now  the  Supreme  Court  of  the  United  States  would  have  been 
obliged  to  allow  every  one  of  those,  if  it  was  allowing  the  re- 
placement theory.  It  refused  to  allow  a  single  one  of  those  I 
have  mentioned,  and  stated,  through  Justice  Hughes,  that  it 
would  only  allow  the  value  of  abutting  land,  without  any  of 
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these  elements.  That  cut  absolutely  loose  from  the  replace- 
ment theory,  without  exactly  establishing  any  theory ;  but  I 
think  it  is  a  movement  toward  the  idea  that  we  are  not  to  be 
bound  by  the  replacement  theory,  but  are  to  consider  other  ele- 
ments. Tliey  probably  took  into  account  the  fact  that  this 
land,  even  with  all  those  multipliers,  cost  less  than  the  value 
of  adjoining"  land  would  be  to-day.  and  that  may  have  been 
their  justification,  although  they  did  not  say  that. 

The  Massachusetts  Gas  Commission,  the  oldest  of  our 
commissions,  has  always  refused  to  recognize  ihe  increased 
value  of  land  in  all  its  rate  cases,  has  never  acknowledged  it  in 
any  of  them,  and  has  never  been  upset  by  the  courts  in  any 
way. 

By  Commissioner  Johnson  : — 

Q.  Has  it  taken  the  original  cost  of  the  land? 

A.  Yes.  it  has.  ever  since  1884,  so  far  as  the  companies 
put  it  into  their  capital  according  to  the  cost  of  the  property. 
Sometimes  the  companies  have  even  put  into  their  assets  less 
than  the  cost,  perhaps  in  that  way  concealing  the  amoimt  of 
their  profits,  putting  some  of  their  profits  into  plant.  But  in 
all  rate  cases  the  Commission  has  given  them  a  liberal  return 
on  their  actual  investment  that  went  into  the  property  from 
the  stockholders'  and  bondholders'  pockets.  They  have  taken 
the  ground  that  they  would  not  allow  them  a  return  even  on  the 
cost  of  the  property,  if  it  was  paid  for  by  surplus,  and  a  con- 
crete case  was  brought  to  test  that,  last  year,  by  Stone  & 
Webster,  who  fought  the  decision  of  the  Massachusetts  Gas 
and  Electric  Light  Commission  on  that  point  before  the  United 
States  Federal  Court.  The  State  of  Massachusetts  took  up  the 
matter  for  the  Commission  and,  after  many  months  of  hear- 
ings, the  company  abandoned  the  case  and  admitted  that  they 
had  been  at  very  large  cost  in  sustaining  it,  but  they  did  not 
care  to  follow  it  further,  and  accepted  a  rate  which  was 
acknowledged  to  be  based  upon  the  idea  that  I  have  mentioned, 
that  the  company  was  not  entitled  to  have  capitalized  anything 
more  than  cost,  and  not  fully  that  if  it  came  from  surplus. 
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By  Mr.  French  : — 

Q.  What  was  the  name  of  that  case? 

A.  It  was  the  case  of  the  State  vs.  Stone  &  \A'ebster,  1 
suppose,  but  I  will  not  say  that  that  is  technically  the  correct 
term.  It  involved  the  cost  of  gas  in  Haverhill,  and  I  think 
it  was  the  case  of  Stone  &  \\'ebster  vs.  ^Massachusetts.  I  was 
in  the  case,  but  I  do  not  know  that  I  can  give  you  the  exact 
technical  name. 

By  Mr.  ^Iarye  : — 

Q.  Was  it  not  the  City  of  Haverhill  against  the  Haverhill 
Gas  Company? 

A.  I  will  stand  corrected  in  the  title,  if  you  say  so. 

AIr.  Swavze  :  \\"e  merely  want  to  identify  what  case  you 
are  discussing. 

The  Witness  :  It  is  a  case  that  never  was  decided,  be- 
cause, as  I  said,  early  this  year,  when  it  was  ready  for  argu- 
ment, or  ready  for  rebuttal  by  the  company,  they  abandoned 
the  case  and  accepted  the  80-cent  price  which  the  Commission 
had  fixed,  based  on  the  theories  I  have  mentioned. 

Mr.  Swayze  :    That  is  rather  a  remarkable  statement. 

The  Witness  :  I  do  not  mean  to  say  that  the  company 
accepted  the  theory.  I  say  the  Commission's  decision  was 
based  on  statements  in  their  decision. 

Mr.  Swayze:  \\'e  do  not  want  to  be  critical,  but  con- 
clusions of  the  witness  as  to  a  case  in  court  ought  to  be  held 
within  some  limits,  and  I  think  Professor  Bemis  recognizes 
that,  probably,  as  fully  as  I  do. 

The  \\'itness:  I  think  I  was  misunderstood.  I  did  not 
mean  to  imply  that  the  company  accepted  any  such  conclu- 
sions. I  say,  that  was  the  basis  on  which  the  state  commis- 
sion claimed  to  reach  its  decision,  the  basis  on  which  the  testi- 
mony was  put  in  for  the  State.     The  judge  made  no  finding. 

Mr.  Swayze  :  I  did  misunderstand  you,  and  I  think  the 
others  misunderstood  you.  We  do  not  want  to  raise  an  ob- 
jection, and  I  took  this  opportunity  merely  to  call  attention  to 
it,  knowing  that  Professor  Bemis  did  not  intend  to  pass  on 
judicial  decisions,  any  more  than  appeared  manifest  on  the 
face  of  the  decision. 
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The  Chairman  (Commissioner  Pennypackerj  :  When 
we  are  considering  cases,  we  shall  endeavor  to  look  at  the 
cases  themselves. 

Mr.  Swavze:  I  had  supposed  that  would  be  the  course 
we  would  pursue,  and  I  thought  if  we  raised  the  question  at 
this  time  we  would  eliminate  some  of  that.  It  is  of  the  great- 
est interest  to  us.  We  are  very  much  interested  in  Professor 
Bemis's  theories  and  conclusions. 

Mr.  Gordon  :  He  was  only  drawing  the  inference  that 
anyone  else  would. 

Mr.  Swayze:  It  is  very  difificult  to  tell  what  w^as  in  Jus- 
tice Hughes'  mind  when  he  arrived  at  the  valuation  of  the 
right-of-way.  I  probably  have  not  as  much  interest  in  that  as 
Professor  Bemis,  but  I  have  given  some  study  to  it  and  I 
would  be  very  loath  to  give  an  expression  of  opinion  as  to 
what  did  not  appear  in  the  case  itself.  It  is  only  that  we  may 
check  that,  and  I  know  Professor  Bemis  wants  to  work  in 
accord  with  us. 

By  Mr.  French  : — 

O.  Are  the  limitations  of  the  reproduction  method,  which 
you  have  pointed  out,  applicable  to  the  case  in  hand  ? 

A.  Yes.  I  do  not  go  so  far  as  to  say  that  no  attention 
should  be  paid  to  that  theory,  that  it  should  have  no  weight, 
but  I  say  that  to  apply  it  without  regard  to  the  cost  of  the 
property,  or  to  give  it  even  the  chief  weight,  if  you  can  get 
the  cost  anywhere  near  approximately,  is,  I  think,  from  my 
point  of  view,  a  mistake.  But  I  do  not  believe  we  can  ignore 
any  evidence  on  the  cost  of  reproduction.  I  do  not  go  so  far 
as  that. 

By  Mr.  Trinkle: — 

Q.  In  your  judgment,  the  actual  cost  is  the  principal  test, 
then? 

A.  That  is  my  point ;  the  principal  test. 

I 

By  Mr.  French  : — 

Q.  In  using  this  reproduction  method,  are  the  estimate^'i 
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of  overhead  costs  likely  to  be  higher  or  lower  than  actually 
were  expended  by  the  company  ? 

A.   Likely  to  be  higher,  much  higher. 

By  the  Chairman  (Commissioner  Pennypacker )  : — 

O.  I  would  like  to  be  a  little  more  clear  than  we  have  it 
at  present  as  to  the  thought  of  the  witness.  You  say  you 
would  not  cast  aside  the  replacement  theory? 

A.  No. 

O.  Then  what  would  you  do? 

A.  I  have  had  experience  in  trying  to  combine  them. 
I  would  give  as  mtich  attention  to  it  as  probably  would 
result  in  a  position  somewhere  between  the  two.  That  is 
what  I  did  in  a  report  I  made  on  the  Chicago  telephone 
companies.  Of  the  difference  between  the  two  theories,  I  made 
my  decision  not  quite  midway,  but  one-third  of  the  difiference 
between  the  cost  and  the  reproduction  I  allowed  to  the  com- 
pany, as  it  happened,  although  I  did  not  proceed  from  that  prin- 
ciple, but  I  noticed  yesterday  in  looking  it  over  that  it  had 
amounted  to  that.  I  had  done  that  largely  because  I  felt  that, 
while  I  believed  the  cost  was  really  altogether  the  fairest,  the 
courts  were  giving  a  large  consideration  still  to  the  re- 
placement, and  that  we  could  not  tie  absolutely  to  either 
point  of  view,  but,  Avhere  there  w^as  a  very  large  difference 
between  the  two,  a  commission  would  be  justified  in  taking 
some  medium  ground. 

O.  What  I  wanted  to  understand — and  I  am  not  sure 
that  you  have  not  made  it  plain — is  whether  or  not  you 
would  take  the  two  theories  and  reach  a  result  from  the 
vise  of  both  of  them,  or  whether  you  would  take  the  cost 
in  the  first  instance,  if  you  could  get  it,  and,  if  it  were 
not  possible  to  get  the  cost,  then  to  get  as  much  light  as 
you  could  from  the  replacement  theory.  \\'hich  of  tho.se 
two  mental  processes  would  you  accept? 

A.  I  should  say  the  latter,  but  having  in  .mind  iliat  ah 
these  cases  mav  come  before  courts,  which  are  not  yet  ijuite 
as  decided  on  that  point  as  I  am  myself,  I  should  probably 
make  some  little  concession  beyond  what  that  would  result 
in.     That  is  what  I  did  do  in  Chicago,  as  I  have  said,  and 
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have  (lone  elsewhere.  1  l)clicvc  fully  in  the  way  of  look- 
ing- at  it  that  you  have  mentioned  in  the  second  part  of 
your  question,  but  I  recognize  that  we  cannot  always  go 
quite  as  far  in  decisions,  on  account  of  having  to  face  court 
decisions,  which  are  still  at  sea.  The  courts  are  still  un- 
certain on  these  questions  and  are  inclined  to  give  some 
weight  to  the  replacement  theory,  and  I  think  an  absolute 
rejection  of  it,  in  toto,  might  not  be  so  conservative  as 
something  which  took  it  into  some  consideration,  although 
giving  the  chief  weight  to  the  cost  theory. 

O.  You  would  consider  the  possibility  of  being  over- 
ruled, and  throw  an  anchor  to  windward? 

A.  I  think  it  amounts  to  that  practically,  yes.  I  think 
we  have  to  consider  the  practical  situation,  the  fact  that 
the  courts  have  not  laid  down  a  point  of  view,  that  they 
are  inclined  to  consider  still  the  Smyth  vs.  Ames  case,  and 
that  all  points  must  be  considered.  They  have  inferred 
that  in  the  Minnesota  Rate  Case  that  decision  was  ac- 
quiesced in  by  the  court.  It  is  largely  a  question,  T  be- 
lieve, of  how  much  evidence  is  mustered.  In  a  great  many 
of  these  decisions  there  was  not  much  evidence  given  as 
to  the  cost,  and  only  the  replacement  or  reproduction 
method  was  very  well  w^orked  out.  But  I  believe  that, 
even  if  the  cost  were  thoroughly  worked  out,  the  courts 
are  not  \et  ready  to  abandon  entirely  consideration  of  the 
replacement  theory,  but  I  think  they  are  going  to  give  it, 
and  are  giving  it,  less  weight  when  the  cost  is  before  them, 
and  I  believe  it  is  the  only  just  theory,  the  only  theory 
that  is  just  to  both  parties. 

By  "SIr.  French: — 

O.  You  say  it  is  the  only  theory  that  is  just  to  both  par- 
ties. Will  you  explain  to  the  Commission  just  what  you 
mean,  what  is  the  basis  of  your  feeling? 

A.  I  mean  it  secures  stability  to  the  investor,  as  I  ex- 
plained a  while  ago.  It  prevents  fluctuations  in  the  value,  or 
the  basis  on  which  rates  are  determined,  with  every  fluctua- 
tion in  the  market  of  material  and  labor.  It  sf  cures  to  the 
investor  the  return  on  all  he  put  in.     It  is  in  ace  Drdance  with 
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the  depreciation  reserves  which  are  set  up  for  that  very 
object.  It  seems  to  me  that,  if  the  investor  gets  out  what  he 
puts  in.  we  are  then  in  position  to  consider  a  reasonable  profit; 
but  if  the  investment  is  itself  to  be  a  fluctuating  factor,  not 
with  the  sacrifices  of  the  investor  but  with  the  state  of  the 
market  on  material  and  supplies  and  labor,  that  you  have 
introduced  speculative  elements  which,  in  a  utiHtv  controlled 
by  a  state  commission,  are  unnecessary. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.   I  think  you  are  surely  right  to  this  extent,  that  when 

you  are  deahng  with  cost  you  are  considering  a  fact  which  is 

there,  and  when  you  are  dealing  with  replacement,  you  must 

accept  very  much  of  theory.     That  is  true. 
A.  Yes. 

By  Co^rMissioNER  Johnson  : — 

Q.  Has  the  Supreme  Court  definitely  held  that  a  public 
service  company  is  entitled  to  a  fair  return  upon  the  value 
of  the  f)roperty  used  or  useful  in  the  perfi:>rmance  of  the  serv- 
ice? 

A.  It  has  not.  It  has  said  that  it  is  entitled  to  a  reason- 
able return  upon  the  fair  value. 

By  Mr.  Trinki.e: — ■ 

Q.  The  fair  present  value  ? 

A.  The  fair  present  value.  Now  that  introduces,  to  my 
mind  and  the  mind  of  many  state  commissions  that  have 
been  discussing  it  of  late,  something  diflferent  from  what  is 
ordinarily  meant  by  value.  The  value  of  a  property  is  very 
much  like  the  value  of  any  ordinary  object — what  it  will  sell 
for.  What  a  property  will  sell  for  is  largely  determined  by 
its  present  and  prospective  earnings,  and  those  are  the  very 
matters  to  be  affected  by  a  decision  on  rates.  It  is,  therefore, 
reasoning  in  a  circle  to  talk  about  reaching  the  present  value 
of  the  property  and  then  go  to  work  and  change  that  value 
by  a  rate  change.  That  has  been  recognized  all  along  the 
line.  Some  have  said  that  you  cannot  get  at  the  value  of  a 
property  that  way.  }0U  cannot  tell  what  it  will  sell   for,  but 
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there  are  companies  that  have  come  up  in  rate  cases,  hke  the 
Consolidated  Gas  Company  of  New  York,  where  the  stocks 
and  bonds  are  so  freely  quoted  in  the  market  that  one  can 
get  a  pretty  fair  idea  of  the  value  of  the  property ;  but  the 
courts  have  never  dreamed,  apparently,  at  least  I  see  no 
reference  in  the  decisions — and  I  was  in  that  case  just  referred 
to,  and  other  such  cases — I  have  seen  no  tendency  to  take  the 
value  of  the  property  as  a  whole  as  the  basis  for  rate  making, 
even  where  it  could  be  obtained,  and  the  reason  often  given 
is  that  it  would  be  reasoning  in  a  circle.  But  they  talk  about 
fair  vahie,  and  that  seems  to  me  to  have  in  it  an  element  of 
justice  and  fair  play  to  all  concerned,  and  I  do  not  think  the 
courts  have  ever  defined  Avhat  they  mean  fully;  that  they 
have  in  mind  some  idea  of  equity  and  justice,  and  they  are 
groping  their  way  along  and  not  deciding  any  more  questions 
than  they  have  to  from  time  to  time. 

By  the  Chairmax  (Commissioner  Pennypacker)  : — 

O.  Hiding  a  little  behind  an  adjective  which  has  no  defi- 
nite meaning? 

A.  Yes,  I  think  so.  I  think  that  is  true.  I  think  prob- 
ably there  is  a  freedom  left  as  yet  to  all  commissions  to  form 
their  own  opinion  of  what  is  just.  I  notice  Mr.  Stevens,  when 
Chairman  of  the  New  York  Commission  of  the  Second  Dis- 
trict, in  a  well  known  decision  two  years  ago  in  Buffalo  on  a 
gas  and  electric  light  case,  said  he  would  substitute  the  words 
"fair  amount  of  property"  for  the  words  "fair  value."  The 
California  Commission  has  repeatedly  of  late  discussed  the 
subject  and  endorsed  Stevens'  view,  sometimes  in  other  terms, 
sometimes  in  that  exact  language,  and  taken  the  idea  that  it  is 
not  really  value,  but  it  is  some  idea  of  equity  and  justice  that 
we  have  to  reach  in  a  rate  case. 

By  Commissioner  Johnson: — 

O.  Yalue,  in  your  mind,  means  what  property  will  sell 
for?"^ 

A.  I  think  so,  yes.  I  believe  the  idea  came  to  be  applied 
in  a  rate  case  from  the  idea  that  value,  in  a  competitive  enter- 
prise, tends  to  conform  to  normal  cost,  and  that  normal  cost 
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we  cannot  get,  however,  in  a  monopoly.  If  I  were  in  a  com- 
petitive business,  say  the  manufacture  of  cotton  cloth,  I  would 
have  to  fear  constantly  that  some  rival  would  be  able,  not  to 
reproduce  my  factory  and  compete  with  me,  but  that  he  could 
get  hold  of  some  new  patents,  some  new  inventions,  by  which 
he  could  make  cloth  cheaper.  But,  under  the  replace- 
ment theory,  in  a  monopoly  we  are  trying-  to  see  how  much 
it  would  cost  to  replace  the  identical  machinery,  and  not  some- 
thing that  might  be  better.  Then,  again,  I  would  not  expect 
my  competitor  would  have  to  locate  on  a  lot  next  to  mine, 
which  might  have  become  very  valuable  with  the  growth  of 
the  city,  and  base  his  capital  on  that  land,  as  is  the  case  in 
building  a  monopoly  on  the  replacement  theory,  but  he  would 
go  out  in  the  country  somewhere  and  locate  along  a  railroad 
where  land  was  cheap.  He  would  not  even  have  to  develop 
a  market,  probably,  as  much  as  I  had  to  do  years  ago.  on 
such  an  assumption,  because  the  people  are  more  used  to  the 
product,  perhaps,  in  many  lines.  Things  that  once  had  to  be 
worked  out  by  a  development  process  and  by  canvassing,  have 
now  become  virtually  known  to  the  public,  and  you  go  into 
the  business  without  having-  to  develop  it  in  the  same  way. 
That,  therefore,  leads  me  to  believe  that  you  cannot  introduce 
the  theon-  of  normal  cost  from  a  competitive  business,  where 
it  might  work  out,  if  absolutely  competitive — a  theory  of  just 
value — and  apply  it  to  a  monopoly.  In  other  words.  I  think 
we  are  right  back  to  the  Middle  Ages,  to  the  conception  of 
what  they  used  to  speak  of  as  the  ''just  price,''  on  which  they 
regulated  wages  in  a  monopoly. 

By  Mr.  Swayze  : — 

O.  Those  were  the  Dark  Ages,  I  suppose  you  refer  to? 

A.  They  were  not  so  dark,  you  know,  people  hold  nowa- 
days, as  they  used  to  be  called. 

By  Commissioxer  Johnson  : — 

Q.  Am  I  correct  in  this  assumption,  that,  if  value  is  to  be 
defined  as  what  property  will  sell  for,  the  figure  sought  is  the 
cost  of  reproducing,  or  the  original  cost ;  that  is,  in  either  case, 
it  is  cost  that  is  sought  for? 
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A.  Yes. 

Q.  And  not  value  in  the  sense  that  the  economist  uses  the 
word  value  ? 

A.  That  is  right,  yes. 

By  Mr.  French  : — 

Q.  Have  you  ever  had  occasion  to  use  the  cost  method  in 
the  ascertainment  of  the  value  of  property? 

A.  Yes. 

Q.  Did  you  find,  in  your  use  of  the  cost  method,  that  the 
cost  could  be  ascertained  fairly  readily?  I  refer  especially  to 
your  investigation  of  the  Bell  company  of  Chicago. 

A.  It  was  possible  there  to  determine  it  with  a  great  degree 
of  accuracy.  Their  books  had  been  kept  very  carefully  from 
the  beginning.  There  had  been  no  great  fires,  or  no  great  re- 
ceiverships, bankruptcies  or  anything  else,  which  often  lead  to 
the  destruction  of  records.  The  property  had  not  been  built 
largely  by  some  big  contractor,  who  had  turned  it  over  for  a 
lump  sum.  It  had  been  largely  a  result  of  piecemeal  construc- 
tion, and  that  is  generally  characteristic  of  Bell  telephone 
properties ;  they  have  been  built  directly  by  the  management,  as 
testified,  I  have  noticed,  in  this  case. 

Q.  From  your  study  of  the  testimony  and  exhibits  in  this 
case,  w^ould  you  say  that  the  actual  money  that  had  gone  into 
the  property  could  be  ascertained  with  reasonable  certainty? 

A.  I  should  say  with  reasonable  certainty.  The  doubt  that 
would  arise  would  be  mostly  in  the  earlier  years,  when  there 
w^as  not  a  great  deal  of  property  anyway. 

Q.  And  you  believe  that  this  actual  money  which  went  into 
the  property  is  the  best  single  test  of  the  value  of  the  property  ? 

A.  Yes. 

Q.  Are  you  familiar  with  the  Wisconsin  method  of  valua- 
tion? 

A.  Yes. 

O.  ^^  hat,  in  your  opinion,  are  the  limitations  of  the  Wis- 
consin method,  and  any  criticism  you  may  have  of  the  AMs- 
consin  method,  especially  as  applied  to  the  present  case? 

A.  The  Wisconsin  Commission  has  attempted  a  theory  of 
going  value,  which  I  do  not  particularly  object  to,  save  that 
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their  theory  of  compounding  deficits  would  require  a  much 
lower  rate  of  return  than  they  usually  take.  I  believe,  to  be  a 
fair  basis.  It  is  in  harmony  with  the  historical  method,  how- 
ever, to  study  the  subject  of  going  value  from  the  standpoint 
of  history  of  deficits,  not  made  up  by  later  unusual  earnings, 
and  I  do  not  differ  very  much  with  the  A\'isconsin  Commission, 
in  the  general  theory,  which  has  also  been  sustained  in  New 
York  lately  by  the  Court  of  Appeals,  as  to  studying  the  past 
history  of  deficits.  I  do  not  think  it  necessary  now  to  go  into 
a  general  study  of  all  their  methods  of  vaIuati<Mi.  I  suppose 
the  one  you  have  in  mind  is  particularly  the  one  they  have 
become  most  distinguished  for.  the  study  of  early  deficits. 

Q.  In  this  regard  you  studied  the  tables  prepared  by  Mr. 
Gillette,  and  submitted  in  the  present  case,  that  is  to  sav.  tables 
PP  and  QQ  ? 

A.  Yes. 

Q.  Have  you  any  comments  to  make  on  those  tables  ? 

A.  He  took  two  percentages  of  assumed  reasonable  earn- 
ings on  the  cost  of  the  property,  one  a  10^,:  annual  return  and 
another  an  8^f.  He  compounded  deficits  at  that  same  rate. 
He  was  considering  there  a  situation  that,  in  a  way,  I  do  not 
think  exists  in  any  stock  in  the  market,  or  any  bond.  \\'e  have 
cumulative  preferred  stocks,  but  I  never  knew  of  a  compound 
cumulative  preferred  stock,  where  your  deficits  were  com- 
pounded. Nevertheless,  it  can  be  worked  out  as  he  has  done, 
although  I  think  that  by  taking  so  high  a  rate  as  even  >>'",. 
he  has  taken  too  high  a  rate.  The  situation  often  is  brought 
up  that  we  must  not  judge  by  what  investors  are  now  content 
with,  that  they  demanded  more  \ears  ago.  I  do  not  think  that 
is  the  case,  since  1890  at  least,  and  probably  not  since  1885. 
I  have  gone  through  all  the  quotations  of  bonds  of  some  of  our 
largest  railroads  for  every  year  since  1885.  such  as  the  Penn- 
.sylvania  and  the  New  York  Central,  and  I  find  that  the  investor 
was  content  with  just  as  low  a  rate  of  return  in  the  later  80's 
and  the  90's  as  he  was  even  prior  to  this  war.  The  fact  is. 
interest  has  risen  rather  than  fallen  in  the  last  ten  years  wit'i 
the  increased — well,  the  theories  for  it  I  will  not  undertake  to 
discuss,  but  it  is  a  well  known  fact.  Therefore.  T  believe  that, 
if  the  rate  of  return  for  th.e  last  six  or  eight  vears  would  be 
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reasonable  at  6%  or  7^,  it  would  be  at  a  period  earlier,  save 
there  miji^ht  be  some  risks  at  the  very  start  of  an  enter- 
prise— risks  incident  to  that  particular  enterprise,  being  a  new 
one — which  would  justify  a  higher  rate  for  that.  But  I  do  not 
think  the  period  of  time  back  in  the  late  80"s  and  the  90's  was  a 
time  when  the  investor  demanded  any  higher  rate  of  return, 
on  an  ordinary  security,  than  he  does  now,  or  did  even  prior  to 
the  war.  I  have  been  through  with  the  entire  study  of  the 
stocks  and  bonds  of  the  railroads  of  Massachusetts,  the  data 
having  been  filed  since  1870  in  the  Auditor's  Office  at  Boston, 
in  the  State  of  Massachusetts,  and  I  find  that  they  have  gotten 
their  money,  W'ith  stocks  and  bonds  selling  at  par,  on  a  5%  and 
6%  basis — 4-3^%  to  6%,  right  along.  I  made  an  investigation 
of  every  purchase  of  a  bond  of  a  utility  company  last  year  by 
the  34  life  insurance  companies  reporting  to  the  District  of 
Columbia,  and  I  have  that  list  with  me.  It  shows  that  they 
bought  on  a  less  than  5%  return  to  the  investor,  the  bonds 
of  the  public  utilities.  That  may  not  cover  certain  brokerage 
charges  to  the  company.  The  fact  that  the  investor  was  buy- 
ing on,  I  think  it  was  a  4.87%  basis,  does  not  mean  the  com- 
pany was  selling  on  quite  that  basis.  It  might  be  selling  on  a 
5%  basis  or  a  little  over,  taking  into  account  amortization  and 
brokerage  discount.  It  would  not  amount  to  very  much  on  5%. 
The  average  5^r  bond  sold  at  a  premium  last  year,  that  was 
bought  by  those  life  insurance  companies.  They  bought  about 
$13,000,000 — I  have  forgotten  just  how  much  last  year — scat- 
tered very  widely,  telephone,  telegraph,  gas,  water,  electric 
light.  So  I  have  prepared  a  table  in  which  I  have  used  the 
same  method  as  was  applied  in  the  exhibit  you  have  referred 
to,  but  I  took  8%  for  only  the  first  ten  years,  from  1885  to 
1894  inclusive,  then  7%  for  the  next  ten  years,  ending  with 
1904,  and  6%  since  1904,  and,  instead  of  coming  out  with 
$65,000,000,  as  the  8%  basis  did.  it  only  comes  out  with 
$52,244,000. 

(  Statement  entitled  "The  Bell  Telephone  Company 
of  Pennsylvania  and  Associated  Companies.  State  of 
Pennsylvania.  Development  Cost  Statement''  offered  in 
evidence  and  marked  Bemis  Ex.  1.) 
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The  Witness:  I  also, made  a  computation  on  a  straight 
6%  basis  right  through,  same  methods,  compounding  deficits 
just  the  same,  and  it  brought  $46,668,386  at  the  close  of  1913. 

Q.  How  niiich  was  your  going  concern  value,  according  to 
the  Wisconsin  method,  based  on  your  6%  table? 

A.  There  was  none,  and  not  on  the  8,  7  and  6  either, 
because  on  the  8,  7  and  6,  which  I  just  referred  to,  we 
reached  a  figure  of  $52,000,000,  and  the  cost  of  the  property, 
including  the  real  estate  in  Philadelphia,  cost  of  the  plant,  at  the 
close  of  1913,  was  about  that  same  figure.  I  have  a  7fo  basis, 
that  I  might  merely  mention,  which  comes  out  very  nearly  the 
same  as  the  8,  7  and  6.  A  straight  7%  basis  right  through 
brings  $52,244,020 — no,  that  is  not  the  right  one  for  the  7%, 
but  it  does  come  out  almost  identically  the  same.  I  do  not 
know  that  I  have  it  with  nie.  I  cannot  put  my  hand  for  the 
moment  on  the  7'yc  paper.     I  may  find  it  this  noon. 

By  Mr.  Marye  :— 

Q.  Haven't  you  the  figures? 

A.  No,  but  it  is  almost  identically  the  same,  as  I  recall  it. 
I  will  endeavor  to  find  it  and  bring  it  this  afternoon. 

Q.  You  mean  the  same  as  your  8%,  7%  and  6%  basis? 

A.  Yes. 

(See  page  1499a  where  the  witness  gives  this  figure 
as  $55,223,217.) 

By  Mr.  French  : — 

Q.  You  have  stated  that  one  of  your  objections  to  this 
Wisconsin  method  is  the  fact  that  you  compound  your  deficit. 
Will  you  go  into  that  a  little  more  fully,  in  order  to  clearly 
give  your  objections  to  compounding  a  deficit? 

A.  It  is  a  theory  which  can  only  be  applied,  I  think,  if 
you  get  a  low  rate  of  return.  A  stock  which  is  issued  with 
the  condition  that  it  is  a  compound  preferred  cumulative  stock 
would  certainly  sell  at  a  higher  rate  than  a  cumulative  pre- 
ferred. Therefore,  I  think  8%,  7%  and  6%  is  really  too  high 
for  a  compound  cumulative  preferred.  I  think  a  straight  6  is 
hieh  enousfh. 
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Q.  J 11  using  this  Wisconsin  method,  it  is  necessary  to 
assume  that  the  operating  expenses  are  absolutely  correct,  is 
it  not?  I  mean  if  the  operatini^  expenses  are  really  shown 
higher  than  they  should  be,  the  result  at  the  end  is  that  you 
will  have  a  larger  amount  of  property  than  would  be  the  case 
if  it  had  been  based  on  correct  operating  expenses? 

A.  Yes. 

O.  In  other  words,  if  there  were  payments  made  to  a 
company  which  owned  this  company,  and  these  payments  were 
really  in  the  shape  of  dividends,  yet  were  put  in  operating 
expenses,  that  would  increase  the  total  value  of  the  property 
under  the  Wisconsin  method? 

A.  Yes,  because  it  would  reduce  the  profits.  The  profits 
were  really  greater  than  appeared  in  that  illustration.  The 
deficits,  therefore,  would  be  calculated  as  larger  than  they 
really  were,  and  it  is  capitalizing  of  deficits  that  is  the  bottom 
of  the  theory. 

By  Mr.  Marve  :— 

O.  Would  you  object  to  amplifying  that  a  little  bit,  ex- 
plaining exactly  what  yon  mean  by  saying  the  profits  were 
dififerent  from  what  were  shown  ? 

A.  The  deficits,  if  I  understood  his  question — 

By  Mr.  Trinkle: — 

Q.  Did  you  understand  his  question,  to  start  with? 

A.  I  do  not  know.    I  thought  I  did. 

Mr.  Gordon  :  His  explanation  will  show  whether  he  did 
or  not. 

Mr.  Trinkle:  He  might  be  answering  another  question 
when  he  gives  the  explanation. 

The  Witness:  I  will  answer  it  this  way:  if  the  books 
have  been  so  kept  as  to  show  larger  oj^erating  expenses,  and 
therefore  less  profits,  than  they  should,  then,  by  so  much  as 
the  profits  are  presented  as  too  small,  by  so  much  the  deficits 
would  be  preseuted  as  too  large,  and  by  that  same  amount  the 
capitalization  of  those  deficits  would  become  excessive. 

By  Mr.  French  : — 

O.  To  make  a  concrete  case  of  it,  if  the  43^2  %.  which  it 
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has  been  testified  is  paid  by  the  present  company  to  the  Ameri- 
can Telephone  &  Telegraph  Company,  were  decided  to  be 
an  undue  charge,  and  if  that  charge  was  put  in  operating  ex- 
penses, then,  by  the  ^^'isconsin  method,  the  value  of  the  prop- 
erty would  be  higher  than  it  should  be? 

A.  Yes,  because  the  whole  theory  is  based  on  trying  to 
give  the  company,  not  exactly  a  value,  but  an  equitable  claim 
on  the  community  for  a  failure  to  earn  a  reasonable  return. 
Now  it  may  have  been  earning  it,  but  it  may  not  have  ap- 
peared in  that  calculation,  under  your  supposition,  your  ques- 
tion. 

O.  How  much  use  do  you  make  of  the  Wisconsin  method? 
How  much  value  do  you  think  that  the  Wisconsin  method  has 
as  a  basis  of  making  proper  rates? 

A.  I  always  like,  if  I  can,  to  see  whether  the  profits  in 
the  past  have  been  such  as  to  give  a  reasonable  return,  and 
wipe  out  deficits  where  there  were  any.  I  prefer  to  do  it  on 
a  straight  method,  without  compounding — a  simple  method; 
but  I  also  am  willing  to  take  it,  and  do  often  take  it.  both 
ways.  The  trouble  with  it  is  that  it  penalizes  the  public  and 
never  penalizes  the  company,  because  it  is  only  used  when  a 
deficit  can  be  figured  out  on  that  basis ;  but,  on  a  parity  of 
reasoning,  if  a  surplus  is  figured  out,  as  it  might  well  be.  then 
I  should  think  the  community  had  an  equitable  claim  against 
the  company.  I  do  not  see  why  the  argument  is  not  as  broad 
as  it  is  long,  and,  until  the  companies  are  willing  to  apply  it 
both  ways,  it  seems  to  me  like  a  somewhat  one-sided  afifair. 
Yet  I  am  always  willing  to  compute  on  that  basis.  It  has  some 
satisfaction,  and  is  in  line  with  some  precedents. 

O.  The  ^^"isconsin  method  practically  results  in  denying 
going  value  to  very  successful  public  utilities,  and  giving  a 
large  going  value  to  public  utilities  which  have  not  been  so 
successful;  is  not  that  true? 

A.  Yes,  and  is  another  illustration  of  the  fact  that  value 
is  a  misnomer  as  used  by  the  Wisconsin  Commission,  as  I  also 
think  it  is  when  used  as  fair  value  in  the  courts.  It  cannot 
be  a  value  at  all.  It  is  an  equitable  claim  they  are  talking 
about. 
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l')V  Mr.  Trinkle: — 

O.  If  that  fact  be  true,  as  stated  by  Mr.  French,  has  it 
not  ever  been  brought  to  the  attention  of  the  \\'isconsin  Com- 
mission? 

A.  Yes,  and  they  frankly  disavow  the  replacement  cost 
in  many  respects.  There  are  two  conspicuous  illustrations  of 
it,  aside  from  the  one  we  are  talking  about.  One  is  in  attempt- 
ing to  reach  unit  costs  for  a  replacement  value  by  going  back 
five  years  or  thereabouts  and  getting  an  average.  That  does 
not  give  you  a  value  at  all.  You  are  never  going  to  build  your 
property  on  the  average  cost  of  the  last  five  years.  But  it 
may  be  eminently  a  fair  method.  Fairness  and  value,  how- 
ever, are  not  necessarily  connected.  \*alue,  I  think,  is  what 
a  thing  will  sell  for,  and,  if  you  are  trying  to  reach  that,  or  a 
replacement,  and  then  introduce  elements  of  history  to  get 
something  fair,  you  are  really  straddling  both  theories.  They 
do  the  same  thing  when  they  are  discussing  paving.  The  Wis- 
consin Commission  invariably  rejects  any  capitalization  of 
paving  put  over  mains  or  conduits,  after  they  were  laid.  So 
does  the  California  Commission.  I  believe  the  Xew  Jersey 
Commission  did,  and  the  Xew  York  Commission,  Massa- 
chusetts Commission  and  so  on.  But  we  are  speaking  now  of 
Wisconsin  particularly.  They  cannot  do  that  and  stick  to  the 
replacement  theory.  The  only  ground  for  doing  it  is  some 
theory  of  equity,  some  theory  of  fairness,  wdiich  I  think  the>' 
are  justified  in  considering;  but  they  cannot  do  it  and  claim 
they  are  following  the  replacement  theory.  In  other  words, 
they  are  picking  here  and  there,  according  to  their  theory,  what 
is  fair,  and  I  belicTC  that  is  all  right,  but  it  does  not  mean 
that  any  one  commission  or  any  one  state  court  has  settled 
for  us  just  how  to  do  that.  We  are  after  some  idea  of  fair- 
ness, and  no  court  or  no  commission,  I  think  is  following,  in 
a  cast  iron  way,  any  one  theory. 

By  Mr.  Sw^ayze: — 

Q.  Can  w^e  not  go  back  to  Mr.  Trinkle's  question,  which 
I  thought  was  directed  to  whether  the  Wisconsin  Commis- 
sion's attention  was  ever  called  to  the  failure  of  their  method 
of  calculating  going  concern  to  work  out  a  proper  result,  and 
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not  the  reproduction  theory  which  you  discussed  in  your  an- 
swer to  the  question?  I  would  Hke  to  have  you  amplify  on 
Mr.  Trinkle's  question. 

A.  Yes ;  in  the  Green  Bay — I  think — Water  Case,  about  a 
year  ago,  they  took  up  the  Alvord  theory  and  discussed  it  at 
much  length.  Mr.  Alvord  stands  for  working  out  the  going- 
value  theory  from  the  standpoint  that  is  worked  out  in  this 
case  as  a  replacement,  or  the  value  of  an  acquired  income,  and 
not  from  the  historical  idea  of  cumulative  deficits.  The  Wis- 
consin Commission  has  had  that  presented  to  them  by  Mr. 
Alvord  and  by  others  in  several  cases,  and  they  have  com- 
mented on  it.  They  commented  more  fully  in  the  Green  Bav 
case  than  anywhere  else,  and  criticized  a  part  of  the  theory  of 
]\Ir.  Alvord  as,  even  from  his  own  standpoint,  wrong.  I  be- 
lieve they  claimed  that,  until  the  plant  was  ready  to  operate,  he 
should  not  build  up  any  going  value  at  all.  But  I  will  not  at- 
tempt to  quote  them  on  that.  Even  with  the  fact  that  this 
theory  has  been  presented  several  times  to  them,  they  continue 
to  adhere  to  the  historical  method,  so  far  as  I  can  interpret 
their  decisions. 

O.  Do  I  understand,  then,  that  your  interpretation  of  the 
Wisconsin  Commission's  decisions  is,  that  they  still  adhere  to 
the  historical  method  of  working  out  going  concern  value, 
although  their  attention  has  been  called  to  the  weaknesses 
which  you  have  enumerated  ? 

A.  That  is  my  understanding  of  it. 

By  Mr.  French  : — 

O.  There  are.  I  believe,  some  modifications  which  the 
\\'isconsin  Commission  has  made  in  that  theory.  Do  you  re- 
call them? 

A.  No,  I  have  not  had  occasion  to  look  through  some  of 
their  latest  decisions  with  that  point  in  mind.  I  understand 
there  have  been  some,  but  just  what  the  modifications  are  I 
cannot  say. 

By  Mr.  Marye:— 

O.  You  do  not  know? 

A.  Not  positively.  I  remember  the  Green  Bay  case.  I 
know  there  are  other  cases. 
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By  Mr.  Swayze: — • 

Q.  You  are  acquainted  with  the  decision  of  the  Supreme 
Court  of  New  York  in  the  Kings  County  Lighting  Case? 

A.  The  Court  of  Appeals. 

Q.  And  the  Supreme  Court,  too,  was  it  not? 

A.  It  has  not  gone  to  the  United  States  Supreme  Court. 

Q.  No,  I  mean  the  Supreme  Court  of  the  State. 

A.  Yes. 

Q.  And  did  they  follow  the  Wisconsin  method? 

A.  The  method  was  not  prescribed.  The  Court  of  Ap- 
peals simply  said  that  they  thought  early  deficits  should  be 
taken  into  account — at  least,  that  was  the  substance  of  their 
statement — unless  surplus  earnings  at  a  later  time  were  evi- 
denced which  might  not  have  been  divided,  might  have  been 
put  into  the  plant.     I  have  the  decision  right  here. 

Q.  The  decision  will  speak  for  itself, 

A.  I  have  that  paragraph  right  here. 

O.  Did  you  examine  the  exhibits  which  were  filed  by  the 
company  in  that  case,  in  which  they  worked  up  a  going  con- 
cern value  on  the  deficit  method? 

A.  Yes.    This  is  one  of  their  blue  prints  on  the  8%  basis. 

Q.  They  followed  the  Wisconsin  method,  did  they  not? 

A.  I  thought  so. 

Q.  And  what  the  court  was  passing  on  was  the  exhibit 
that  was  filed  by  the  company  in  that  case,  w-as  it  not? 

A.  I  am  not  familiar  with  what  exhibits  were  filed  in 
that  case.  I  have  studied  the  decision  pretty  carefully,  but 
I  never  went  through  the  exhibits  that  were  filed. 

Q.  But  the  case  went  up  on  the  appeal  of  the  company, 
did  it  not? 

A.  Yes. 

Q.  The  exhibit  filed  by  the  company  on  the  going 
concern  value  was  based  on  the  Wisconsin  method  of  cal- 
culating deficit,  with  the  compounding? 

A.  Yes.  but  I  am  very  positive  the  court  did  not  com- 
mit itself  to  any  method  of  reaching  it. 

By  Mr.  French  :— 

O.  There  might  have  been  many  other  exhibits  in  the 
case,  based  on  other  methods,  might  there  not? 
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A.  Yes.  The  court  refers  to  no  one  method.  I  should 
like  very  well,  but  I  do  not  know  that  it  is  necessary,  to 
quote  a  sentence  or  two  from  that  Court  of  Appeals 
decision. 

By  Commissioner  Johnson: — 

Q.  I  have  a  question  I  would  like  to  ask  in  connection 
with  your  Exhibit  1.  Is  it  your  opinion  that  any  invest- 
ments on  capital  account  from  earnings  should  be  added 
to  capital?  To  state  the  question  differentlv,  if  improve- 
ments are  paid  for  in  part  out  of  current  earnings,  should 
that  be  capitalized? 

A.  I  do  not  think  it  should  be,  and  that  is  what  I 
contended  for  in  the  Haverhill  case.  I  testified  there„ 
though,  and  I  still  adhere  to  it,  that,  if  a  return  is  granted,, 
it  should  only  be  a  very  low  rate,  2'^f  or  39r  because  it  repre- 
sents no  sacrifice  by  the  investor.  It  is,  as  I  look  at  it,  a 
reserve  to  keep  the  dividends  uniform.  It  is  a  surplus  such 
as  the  English  gas  companies,  under  the  English  law,  are 
allowed  to  accumulate,  up  to  perhaps  20%,  for  guarding: 
against  fluctuations  of  one  kind  and  another  in  the  materials 
and  in  consumption,  and  is  not  properly  to  be  capitalized,, 
but  treated  as  bringing  returns.  But  I  do  recognize — I 
want  to  be  very  frank — that,  while  it  is  contended  for  in 
Massachusetts,  it  has  not  been  adjudicated  in  the  courts^ 
and  I  suppose  some  attention  would  have  to  be  paid  to 
that  part  of  the  property  built  up  out  of  surplus.  It  does- 
not  seem  to  me,  however,  that  we  are  required  to  give  it 
as  great  weight  as  in  the  case  of  property  built  \\\)  directly 
by  contributions  of  the  investors,  provided  the  investors- 
always  received  a  fair  return  in  dividends  and  in  interest. 

Q.  What,  in  your  opinion,  is  a  fair  return  to  the  in- 
vestor upon  the  investment  in  a  property,  in  the  case  of 
the  Bell  Telephone  Company  or  a  company  similar  to  that? 

A.  I  have  tried  to  see  if  there  could  be  any  fair  return, 
and  I  can  only  reach  this  conclusion:  whatever  is  neces- 
sary to  keep  the  capital  in  the  business  that  is  now  there, 
and  to  get  additional  capital  as  needed,  is  what  is  required, 
is  what  we  must  give,  and  the  great  questiiMi  then  i.'^— it 
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is  throw  11  practically  into  the  situation  of  a  competitive 
field,  rather  than  a  monopoly,  for,  while  the  inclustrv  as  a 
Axholc  is  a  niDiiojx  dy.  the  field  from  which  monev  is  ob- 
tained is  fiercely  competitive,  the  most  comj^etitive  thinij 
in  the  world — more  comi)etiti\e  than  the  wheat  market  is 
the  money  market^and  the  great  cpaestion  is,  what  doL-s 
tempt  the  in\estor  to  invest  in  public  utilities — what  re- 
turn? Now  the  best  illustration  I  ha\e  e\er  had  of  that  is 
the  case  ot  the  Cle\eland  street  railways,  where  there  is 
a  .s^reater  security  than  is  common  with  ])ublic  utilities, 
because  the  fare  may  fluctuate,  so  far  as  is  necessary  to 
■enable  them  to  earn  and  pay  6%  on  their  stock  and  5% 
on  their  bonds,  and  about  four-fifths  is  stock.  That  is  a 
greater  security,  for.  although  theoretically  our  commis- 
sions may  raise  or  lower  prices,  it  is  not  so  automatic  as 
there.  Now  in  Cleveland,  with  a  property  with  an  invest- 
ment of  over  $30,000,000,  they  have  had  no  difficulty  what- 
ever in  getting  all  the  capital  they  wanted  at  par  on  the 
6%  basis,  in  the  last  three  or  four  years,  and  they  have 
raised  seven,  eight  or  ten  million  dollars  that  way. 

By  ]^1r.  JNIarye: — 

O.  In  bonds  or  stock? 
A.  Stock. 

Bv  Commissioner  Johxsox: — 

O.  Ought  the  dividends  on  the  capitalization  to  be  equiva- 
lent to  6%  on  the  investment? 

A.  I  think  so,  which  would  allow  the  bonds  at  5  and  the 
stock  at  7,  if  they  were  half  and  half,  or  I  have  never  hesitated 
about  a  return  even  a  little  more  than  6 ;  anywhere  between  6 
and  7.  I  consider  that  6%  on  the  average  for  both,  does,  in 
an  old  and  established  utility,  suffice  to  secure  the  money 
needed  for  improvements  and  extensions.  The  study  I  have 
made  leads  me  to  believe  that  investors  are  jumping,  or  were 
at  least  prior  to  the  last  four  months,  at  investments  that  net- 
ted them  5%  to  5J4%  on  bonds,  and  6%  to  63^7^  on  such 
stocks  as  these.  But.  while  that  would  ask  for  an  average  re- 
turn of  6%  or  a  trifle  less,  yet.  in  order  to  avoid  the  possibility 
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of  unfairness  to  the  company,  or  i)iitting  iheni  in  a  situation 
where  the_\-  could  not  raise  fluids.  1  have  alwavs  felt  we  should 
go  a  half  per  cent,  or  more  ahove  that,  and  so  anywhere  be- 
tween 6  and  7.  I  think,  is  a  reasonable  return  in  the  eastern  part 
of  this  country,  probably  more  on  the  Pacific  Coast. 

Q.  My  last  question,  then,  on  that  point  would  be  whether 
a  fair  return  on  investment  at  6%  gives  the  company  revenues 
enough  to  put  them  in  a  sufficiently  strong-  financial  position  ? 

A.  I  should  say  so.  and  I  think  my  statement  is  borne  out 
by  what  I  have  done  in  two  recommendations  at  least,  that 
lately  I  fixed  upon  somewhere  between  6^  and  6-)4  as  the  per- 
centage which  I  have  conceded.  That  was  the  basis  on  which 
the  Chicago  telephone  rates  were  fixed  and  accepted  b\-  the 
company.    I  think  that  does  give  them  a  secure  basis. 

By  ;Mr.  French  : — 

O.  Do  you  think  that,  in  addition  to  allowing  a  certain 
rate  of  return,  you  ought  to  allow  an  additional  percentage  to 
cover  promoters"  profits  in  a  public  utility? 

A.  There  are  no  promoters'  profits  on  the  cost  theory, 
except  at  the  very  beginning  of  the  enterprise,  and  a  studv  of 
the  dividends  and  the  profits  will  show  whether  that  has  also 
been  capable  of  amortization.  Of  course,  we  come  to  another 
question,  brought  up  bv  a  witness  this  morning,  that  there  luay 
be  certain  types  of  promotion,  soliciting  and  canvassing,  that 
are  charged  into  operating  expenses  and  might  be  charged  into 
capital.  My  interpretation  of  the  Interstate  Commerce  Com- 
mission is  that  they  do  not  allow  it  in  railroads,  but  they  are 
less  rigid  with  regard  to  telephone,  telegraph  and  certain  other 
citv  monopolies. 

Bv  THE  Chairman  (Commissioner  Penny  packer")  : — 

O.  Take  an  institution  like  this,  which  began  in  the  cellar 
and  has  gradually  grown  to  its  present  proportions.  Do  you 
think  there  ought  to  be  a  promoter's  profit  allowed  in  making 
your  estimates? 

A.  Xo,  and  if  they  are  going  to  put  into  capital,  as  was 
suggested  this  morning,  a  certain  percentage  because  the 
l)Ooks  are  wrongly  charged,  certain  things  in  the  past,  then 
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every  dollar  that  is  thus  put  into  ca[)ital  must  be  taken  out  of 
operating  expenses  and  added  to  profits. 

By  Mr.  Marye  : — 

Q.  You  understood  that  that  was  what  the  witness  was 
doing-  this  morning? 

A.  I  do  not  know  whether  lie  mentioned  profits  or  not.  T 
did  not  hear  him.  He  miglit  have  iiuended  to;  maybe  that  was 
involved. 

Bv  Mr.  Swayze: — 

Q.  It  necessarily  follows,  if  he  took  it  out  of  expenses, 
that  it  must  have  increased  the  protits  ? 

A.  Increased  the  profits  of  the  past  years  and  the  current 
year  just  in  proportion. 

By  Mr.  French: — ■ 

O.  If  you  are  going  to  capitalize  these  charges,  which,  in 
the  past,  were  paid  out  of  operating  expenses,  it  would  be 
necessary  to  reduce  the  operating  expenses  in  the  past  for 
that  much  ? 

A.  Oh,  yes,  right  through. 

Q.  Just  as  much  as  it  is  to  reduce  the  present  year's  by 
that  method? 

A.  Yes,  that  is  true,  and  to  proportionately  increase  the 
profits  for  the  whole  history  of  the  company. 

O.  By  doing  that,  bv  the  Wisconsin  method  would  you 
or  would  you  not  reduce  the  operating  expenses? 

A.  You  would  reduce  the  operating  expenses  and  thereby 
reduce  the  going  value,  on  their  theory. 

By  Mr.  Marye: — 

Q.  Would  you  not  increase  the  investment  ? 

A.  The  investment  would  be  increased;  the  actual,  physi- 
cal investment  would  be  increased. 

By  Mr.  Swayze  : — 

Q.  And  does  it  necessarily  follow  it  would  decrease  the 
going  value? 
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A.  No,  I  do  not  know  that  it  would.  That  is  true,  I  do 
not  know  that  it  would  necessarily  affect  that  either  way. 

By  Mr.  French  : — 

Q.  By  the  Wisconsin  method  you  compound  your  deficit 
but  you  do  not  compound  your  physical  value  the  first  year? 

A.  I  do  not  know  whether  I  understand  your  question, 
your  point,  exactly.  But  you  certainly  would  have  in  this  case 
an  evidence  that  there  is  no  going  value  from  the  standpoint 
of  a  return  of  8,  7  and  6,  I  think,  no  matter  what  small 
changes  were  made  in  the  correctness  of  their  bookkeeping  in 
this  matter  that  we  are  discussing,  while  you  would  certainly 
lessen  the  operating  expenses  and  increase  the  profits  to  the 
same  extent  that  you  increased  your  investment.  But  I  do 
not  recognize  that  a  usage  which  is  very  common  all  over  the 
United  States,  and  compulsory  in  the  case  of  railroads — and 
customary  in  this  company,  too — of  classing  as  operating  ex- 
penses these  minor  charges,  certain  kinds  of  solicitation  and 
canvassing,  etc.,  and  development  from  year  to  year,  should 
now  be  changed.  The  company's  profits  have  been  recognized 
as  such  and  such,  on  the  basis  of  their  bookkeeping.  I  do  not 
know  why  we  should  change  that.  I  do  not  find  any  precedent 
for  it  in  the  accounts  of  companies  generally.  It  has  been 
customary  all  over  to  include  canvassing,  soliciting,  getting  of 
new  business,  as  an  operating  expense,  just  as  much  as  wages 
or  the  coal  bill. 

By  Mr.  Marye: — 

Q.  It  might  be  wrong? 

A.  It  might  be  wrong,  but  it  has  been  the  general  practice. 

Q.  You  understood  it  had  been  the  practice  of  this  com- 
pany? 

A.  Yes,  I  understood  it  had  been  the  practice  of  this  com- 
pany, too,  and  I  do  not  understand  that  this  company  is  chang- 
ing the  practice.  It  is  only  suggesting  that,  for  the  purposes 
of  this  rate  case,  we  might  compute  it  differently. 

By  Mr.  Swayze  : — 

Q.  In  arriving  at  a  basis  of  value  in  this  particular  rate 
matter,  to  go  forward  under  regulation? 
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A.  Yes. 

Bv  Mr.  French  : — 

Q.  Then,  if  you  did  not  change  the  proportion  of  operat- 
ing expenses,  there  would  be  no  special  reason  for  changing 
from  the  book  value  of  the  company,  would  there?  I  mean, 
would  not  both  be  equally  true? 

A.  I  do  not  see  anything  really  gained  by  the  change.  I 
do  not  think,  if  you  make  all  the  other  changes  that  are  in- 
volved with  it,  it  is  a  matter  of  much  importance. 

By  Mr.  Swayze: — 

O.  Gain  by  whom? 

A.  For  either  the  company,  or  the  public. 

O.  The  company  do  not  think  they  are  gaining  anything 
by  this  particular  change. 

A.  I  do  not  see  that  the  effect  on  the  rates  would  be  ap- 
preciable, whether  the  little  change  suggested  this  morning 
was  made  or  not. 

By  ]\Ir.  French  : — 

O.  Flave  you  ever  studied  the  subject  of  depreciation  as 
applied  to  a  telephone  company? 

A.  Yes. 

O.  Will  you  tell  the  Commission  the  method  that  you 
used  in  Chicago,  and  the  allowance  that  was  made  there  for 
the  Bell  telephone  company's  properties  ? 

A.  The  method  I  took  was  to  study  the  history  of  the 
company  and  find  out  just  what  it  had  found  necessary  to 
spend  for  repairs  and  renewals,  and  whether  those  expenses, 
relative  to  the  investment,  were  tending  upward  or  down- 
ward. Then  I  turned  to  the  American  Telephone  &  Tele- 
graph Company's  annual  reports,  which  showed  what,  as  a 
whole,  in  the  United  States,  had  been  the  situation,  and  I 
found  that  on  a  payment  of  about  9%,  or  an  expenditure  of 
about  9%,  of  the  investment  for  station  removals  and  changes, 
repairs,  renewals  and  additions  to  the  reserve,  the  property 
had  been  so  kept  up  that  the  president  of  the  company  in  his 
annual  report  in  1912 — President  Vail — stated  that  the  sur- 
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plus  over  and  above  investment  had  reached  a  figure,  which 
he  gave,  which  was  nearly  twice  as  great  as  he  had  given  in 
1907,  and  he  said  they  w^ere  both  the  result  of  appraisals. 
They  had  appraised  their  physical  properties  and  had  found 
that  the  property  had  come  to  be  worth  more  than  the  invest- 
ment by  something  over  $60,000,000,  while  it  was  only  about 
half  that  in  1907,  but  meantime,  in  order  to  do  that,  they  had 
only  been  putting  9%  of  the  book  investment  everv  year  into 
all  these  expenses.  Now  I  ha\'e  taken  the  company  here, 
and  in  the  last  seven  or  eight  years  they  have  put  in  less  than 
9%,  a  trifle  less,  but  during  the  last  two  years  it  has  been  a 
little  over  10,  and,  trying  to  explain  that,  I  searched  in  vain 
to  find  a  sufficient  difference  between  the  amount  actually 
spent  for  renewals  and  the  amount  actually  spent  for  renewals 
for  each  year  running  back  a  good  many  years.  I  think  we 
need  the  amount  actually  expended  for  repairs  to  see  whether 
there  is  any  trend  curve  that  w^e  can  establish  on  that,  with 
reference  to  the  investment,  how  much  has  been  actually  spent 
for  renewals,  see  whether  there  has  been  any  trend  curve  on 
that  and  then  how  much  has  been  set  aside  for  a  reserve,  see- 
ing whether  that  has  been  the  normal  amount  every  year  or 
whether  it  has  been  very  big  the  last  two  years  as  compared 
with  any  previous  period.  But  that  fact,  that  the  average, 
even  with  those  two  years,  is  less  than  9%,  and  that  that  is 
about  the  average  that  President  Vail  has  found  desirable 
for  the  entire  associated  Bell  companies,  would  have  some 
weight.  But  I  think  we  need  to  study  it.  As  I  say.  I 
could  not  decide  that  question  here  without  going  into  it 
in  the  way  I  have  tried  to  do  in  Chicago. 

O.  AA'hat  was  your  actual  allowance  in  Chicago,  which 
you  found  would  be  proper  to  take  care  of  depreciation, 
both  actual  and  functual? 

A.  I  think,  including  station  removals  and  changes 
which  were  very  much  higher  than  here — very  much  higher 
than  in  the  United  States  at  large — I  alltnvcd  somewdiere 
betw^een  11  and  12.  I  think  nearer  12%.  Hiat  was  in  the 
City  of  Chicago,  but  those  station  removals  and  changes, 
owing  to  the  enormous  number  of  nickel  'phones,  and  the 
migratory  character  of  Chicago  every  May,  lead,  as  all  the 
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tclcplioiie  eut;inecrs  lia\c  ii'itcd,  to  an  eiioniious  station 
removal  exi)cnsc,  whicli  they  do  n(jt  have  in  most  states, 
especially  eastern  states.  ['"or  the  mere  repairs  and  re- 
newals, the  need  for  reserve  I  do  not  think  is  normally 
over  9. 

Q.  By  the  straij^ht  line  method  of  depreciation,  how 
mtich  did  you  allow  to  be  set  aside  a  year  for  a  depreciation 
fund  in  your  investigation  of  the  Chicago  company? 

A.  I  have  that  with  me,  but  I  have  forgotten  the  exact 
figure  now.  For  renewals  and  a  reserve,  my  impression 
is  it  was  about  5^%.  That  is  my  impression.  I  do  not 
wish  to  give  a  figure  until  I  look  it  up.  I  have  not  tried 
to  carry  that  figure  in  my  mind.  The  figure  that  I  carried 
in  my  mind  was  the  use  I  made  of  the  9%. 

By  Mr.  Marye  : — 

O.  Did  you  intend  to  state  just  now  renewals  and  a 
reserve? 

A.  Renewals  and  reserves  and  station  removals  and 
changes  should  be  in  there  as  9%.  That  is  the  total  of 
this  company  here,  and  yet  they  have,  in  one  of  their  ex- 
hibits, come  forward  and  asked  for  an  amount  the  next 
year  which  is  a  little  over  9%  of  the  replacement  cost,  and 
is  over  10%  of  the  book  cost. 

Q.  I  just  wanted  to  get  clear  what  y(^u  said  about  S]/2% 
just  now. 

A.  I  will  take  that  back,  without  having  the  figure 
directly  before  me.  I  could  find  it  out  in  a  few  minutes,  if 
yoti  wish. 

By  Mr.  French  : — 

O.  Will  you  amplify  the  statement  which  you  just 
made,  a  criticism  of  the  figures  on  depreciation,  based  on 
the  fact  that  the  company  here  has  depreciated  on  the 
reproduction  value  of  the  property  rather  than  the  actual 
cost?    How  would  that  afl:'ect  the  depreciation? 

A.  They  are  depreciating  on  a  larger  base,  because  the 
replacement  cost  is  larger  than  the  book  cost. 

O.  You    think   a   proper   depreciation    reserve   for   this 
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company   would  be   formed  by  depreciating  on   the   actual 
cost? 

A.  Yes. 


By  Mr.  Marve:— 

Q.  What  do  you  understand  the  company  did?  You 
are  testifying  now  about  the  testimony  put  in  in  this  case? 

A.  Yes.  You  have  an  exhibit  which,  T  think,  works 
out  a  percentage,  which  I  took  to  be  based  on  the  replace- 
ment cost.  The  maintenance  and  depreciation  given  on 
page  121b  of  the  printed  volume  of  exhibits,  being  Exhibit 
XX,  was  ?4,996,676.  That  is  said  to  be  the  total  current 
maintenance  and  depreciation  claimed  for  1912.  Then  they 
give,  in  the  next  line,  the  estimated  replacement  \alue  new 
of  plant,  including  all  physical  items  as  of  August  31,  1912, 
including  real  estate  and  right-of-way,  $54,160,881.  The 
next  line,  percentage  of  current  maintenance  and  deprecia- 
tion claimed  for  year  1912,  $4,996,676,  divided  by  $54,160,- 
881,  equals  9.23%,  which  is  what  I  stated,  but,  if  we  apply 
it  to  the  book  cost  given  on  page  116,  Exhibit  TT,  of  real 
estate,  equipment  and  lines,  $48,253,817,  which  compares 
with  the  figure  given  in  the  next  column  of  the  estimated 
replacement   value,  it  is   10.355%. 

O.  \\\\\  not  that  be  clearer  if  you  look  at  page  120b, 
Exhibit  AV^^'? 

A.  I  was  not  saying  that  you  had  in  the  past  reckiincd 
your  maintenance  and  depreciation  on  the  replacement 
value.  You  have  not.  You  have  reckoned  it  on  the  book 
value,  as  I  think  you  should,  but  in  Exhibit  XX.  when 
you  were  talking  about  the  amount  you  are  claiming  for 
the  future,  or  claiming  for  1912  as  reasonable,  you  reached 
a  figure  of  9.23,  which  looked  fairly  low,  until  I  discovered 
it  was  not  on  the  basis  of  book  cost,  as  the  other 
items  were,  and  as  1  had  always  figured  it,  but  was  based 
■on  replacement  cost,  when  it  should  have  been  based  on 
book  cost. 

Q.  That  is  the  point  1  wanted  you  to  be  sure  }-ou  were 
straight  on. 

A.  I  was  correct. 
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Mr.  CiOKDiix:  It  is  liardly  worth  \vliile  arguing  all  these 
(|ncsti('ns  with  tlic  witness,  wlicn  the  record  shows  wdiat 
tlie  fact  is. 

Bv  THE  Chairman   (Commissioner  Pennypacker)  : — 

O.  Was  the  method  which  you  used  in  fixing  the  rate  in 
Chicago  the  same  method  which  you  used  in  reaching  the  fig- 
lu'cs  that  you  have  presented  to  us  in  this  table? 

A.  Yes.  I  have  not  reached,  you  will  recall,  anv  final 
conclusions  on  rates. 

0.  You  have  not  i\xed  a  rate,  but  you  have  given  us  some 
figures. 

A.  As  far  as  I  have  gone,  it  is  the  same  method. 

By  Commissioner  Johnson: — 

O.  That  is,  you  had  a  set-up  in  Chicago  like  Gillette's 
set-up  ? 

A.  No,  I  did  not  do  that,  but  I  made  a  special  study  of  the 
cost  of  the  property.  I  had  before  me  the  replacement  cost 
made  by  Arnold  and  Byllesby,  for  the  company.  I  did  go 
through  the  profits  of  the  company.  I  did  not  publish  it.  but  I 
had  it  worked  out  in  that  way.  I  also  took  the  percentage  I 
have  talked  about  this  morning  of  about  6-)4%,  and  all  that. 
I  do  not  mean  that,  in  every  little  detail,  I  did  just  the  same 
thing,  but  it  is  the  same  principle  right  through. 

Bv  Mr.  French  : — • 

O.  Do  you  or  do  you  not  find  that  the  cost  of  telephone 
maintenance  tends  to  decrease  ? 

Mr.  Swayze:  Qualify  him  as  to  whether  he  knows  about 
that. 
Bv  Mr.  French  : — 

O.  Have  you  ever  sttidied  the  question  of  telephone  main- 
tenance ? 

A.  Yes,  I  have  studied  it  for  Chicago  very  carefully  for 
the  entire  period  since  1880.  T  have  studied  it  for  the  entire 
Bell  companies  as  given  by  President  Vail  in  his  annual  re- 
ports and  in  the  previous  presidents".  I  went  through  all  their 
reports  they  had  ever  printed. 
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Q.  Is  it  the  tendency  in  this  country  that  maintenance  is 
increasing  or  decreasing? 

A.  Decreasing,  if  you  include  in  maintenance,  as  I  do, 
both  repairs  and  renewals.  The  infancy  of  an  art  always  calls 
for  greater  changes  than  afterwards.  The  underground  con- 
duits and  cables  are  not  changing  now  as  they  were  during  the 
first  years. 

Bv  Commissioner  Johnson: — 

Q.  Functional  depreciation  tends  to  grow  less,  does  it? 

A.  Functional  depreciation  tends  to  grow  less,  and  the 
fact  that  the  conduits  are  buried  and  that  they  make  them  bet- 
ter leads  often  to  lesser  repairs. 

Mr.  Marye:  Did  I  understand  counsel  to  object  to  our 
questioning  the  witness  as  he  went  along? 

Mr,  Gordon  :  Not  at  all.  T  just  made  the  suggestion  to 
you  that,  when  you  were  arguing  with  him  about  what  the 
record  showed  in  this  case,  whether  it  did  show  one  thing  or 
another,  that  was  perhaps  unnecessary,  because  the  record 
would  speak  for  itself. 


(At  1  P.  M.  a  recess  was  taken  until  2.30  P.  M.) 
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2.30  P.  M. 
Present : 

Commissioners  Penxvpacker,  acting  Chairman,  and 

Wright. 
Berne   H.    Evans,    Esq.,    assistant    counsel    for   the 

Commission. 
Counsel  as  above  noted. 


Mr.  French  :  May  it  please  the  Commission,  we  have 
an  important  witness,  whose  testimony  will  take  a  very  short 
w^hile,  and  who  has  to  get  back  to  New  York  to-night,  and, 
with  the  Commission's  permission,  we  would  like  to  withdraw 
Professor  Bemis  just  for  a  moment. 


Robert  H.  \\'hitten^  having  been  duly  sworn,  was  ex- 
amined as  follows : 

By  Mr.  French  : — 

O.  ^^'ill  you  please  state  your  age,  residence  and  occu- 
pation ? 

A.  My  age  is  41 ;  I  reside  in  Brooklyn,  and  my  present 
occupation  is  secretary  of  the  City  Planning  Committee  of  the 
Board  of  Estimate  and  Apportionment  of  New  York  City. 

Q.  \Miat  colleges  have  you  attended  and  what  degrees  do 
you  hold? 

A.  Graduate  of  the  University  of  Michigan,  and  studied 
public  law  and  economics  in  Chicago  University  and  at  Colum- 
bia University,  receiving  the  degree  of  Ph.D.  at  Columbia. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 
O.  When  did  you  graduate  at  Columbia  ? 
A.  In  1898. 
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By  Mr.  French  : — ■ 

Q.  Have  you  ever  made  any  special  study  of  the  valuation 
of  public  utilities? 

A.  I  have. 

O.  When  did  you  first  take  up  the  subject,  and  in  \vhat 
connection  ? 

A.  I  was  with  the  Public  Service  Commission  for  the 
First  District  in  Xew  York.  I  was  statistician  and  librarian 
of  the  Commission,  and,  during  the  last  year,  I  was  the  head 
of  the  Franchise  Bureau  of  the  Commission.  I  was  with  the 
Commission  for  about  seven  years,  from  about  the  time  they 
started  until  last  July. 

O.  You  were  librarian? 

A.  Yes,  and  statistician.  ]\ly  work  was  largely  the  com- 
pilation of  data  in  connection  with  the  valuation  cases  of  the 
Commission,  including  consultation  with  the  attorneys,  engi- 
neers and  the  members  of  the  Commission  on  many  of  the 
factors  of  valuation. 

O.  Have  you  ever  written  any  articles  or  books  upon  the 
valuation  of  public  service  corporations? 

A.  I  have  w'ritten  several  articles  on  fair  value  for  rate 
purposes,  or  on  valuation  problems,  one  in  the  Harvard  Law 
Review  and  one  in  the  Annals  of  the  American  Academy,  one 
in  the  Engineering  News,  and  also  papers  before  the  National 
Association  of  Railway  Commissioners,  and  the  National  Tax 
Association. 

O.  Have  you  ever  written  any  books  on  the  subject  of 
public  service  valuation  ? 

A.  Yes,  I  have  written  a  text  book  on  the  valuation  of 
public  service  corporations. 

O.  Are  these  the  books  that  you  refer  to?  (Showing  wit- 
ness books) 

A.  Yes. 

O.  In  the  case  of  Kansas  City  Southern  Railway  Com- 
pany vs.  U.  S..  204  Federal  Reporter  641,  T  find  the  court  said: 
"In  addition  to  this  expert  testimony  is  the  authority  of  Mr. 
Robert  H.  Montgomery,  author  of  the  work  'Auditing — 
Theory  and  Practice.'  page  319;  also  Whitten  on  A^aluation  of 
Public   Service  Corporations,'   Chap.   XTX,   Sec.  450  ct  seq." 
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And  also  on  llie  appeal  of  this  case  the  Supreme  Court  of  the 
United  States  said  (231  U.  S,  423)  :  "There  is  evidence  in  the 
record  that  substantially  the  same  method  of  distribution 
charges  for  so-called  'additions  and  betterments'  between  the 
property  accounts  and  the  operating  accounts  is  and  has  been 
pursued  by  important  railroad  carriers  and  has  received  the 
sanction  of  at  least  one  recent  text  book  writer — Whitten, 
'Valuation  of  Public  Service  Corporations,'  Sec.  450,  451,  458." 
Are  you  the  \\'hitten  therein  referred  to  ? 

A.  Yes. 

Q.  I  find,  in  a  pamphlet  issued  by  the  special  committee 
of  the  American  Society  of  Civil  Engineers,  a  committee 
formed  for  the  purpose  of  studying  valuation  in  rate-making 
cases,  the  following  quotation:  "Until  recently  there  were 
few,  if  any,  engineering  or  legal  works  devoted  exclusively  to 
the  valuation  of  public  service  properties,  but  during  the  year 
1912  and  since,  several  extended  and  valuable  works  upon  this 
subject  have  been  issued  from  the  press.  Especially  note- 
worthy is  the  comprehensive  work  of  Mr.  Robert  H.  Whitten, 
a  book  nearly  of  800  pages,  which  contains  a  well-arranged, 
clear  and  concise  discussion  of  the  principles  involved  in  the 
valuation  of  the  property  of  public  service  corporations,  and 
is  replete  with  extended  quotations  from  the  opinions  of  the 
courts.  Your  committee  has  been  greatly  aided  in  its  work  by 
Mr.  Whitten's  contribution  to  the  solution  of  this  difficult 
problem."     Are  you  the  'Sir.  Wdiitten  referred  to? 

A.  Yes. 

Q.  Have  you  personally  made  any  valuation  of  public 
utilities  ? 

A.  No. 

O.  In  the  course  of  your  work  with  the  Public  Service 
Commission  of  New  York,  and  also  in  the  course  of  your 
studies  of  the  valuation  of  public  service  corporations,  have 
you  ever  had  an  occasion  to  make  an  intensive  study  of  the 
several  methods  employed  in  reaching  a  valuation  in  rate 
cases? 

A.  I  have. 

O.  \\'ill  you  explain  very  briefly  to  the  Commission  what 
these  several  methods  are? 
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A.  Of  course,  there  are  various  methods,  and  combina- 
tions of  method's,  and  it  is  usual  to  say  that  there  is  no  one 
method  by  which  fair  value  would  be  ascertainable,  but  still 
there  are  more  or  less  fundamental  controlling  principles  that 
have  probably  been  given  greater  weight  in  perhaps  each  of 
these  cases  in  determining  fair  valuation.  One  of  these,  of 
course,  is  the  market  or  exchange  value ;  another  is  the  cost  of 
reproduction,  and  another  is  the  actual  cost.  Of  course,  as  to 
market  or  exchange  value,  that  has  in  only  a  few  instances 
been  formally  recognized  as  a  standard  of  value  by  a  court  or 
commission  in  a  rate  case.  I  believe  that  the  Washington  Rail- 
road Commission  has  recognized  market  value  as  their  basis. 
I  believe  they  were  required  to  do  it  by  the  law. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.  Which,  in  your  opinion,  is  the  more  accurate  method  ? 
A.   I  think,  if  I  would  have  to  choose  a  single  method, 

I    would    choose   actual    cost,   but    I    would    rather   explain 

that  statement  at  considerable  length. 

By  Mr.  French  : — 

O.  You  referred  in  your  statement  both  to  actual  cost 
and  cost  of  reproduction.  How  does  it  happen  that  value 
can  be  based  on  cost,  rather  than  on  market  or  exchange 
value?     I  would  like  you  to  go  into  that  a  little  more  fully. 

A.  I  think  that  fair  value,  as  used  by  the  commissions 
and  courts,  has  probably — has  nndoubtedly  in  most  cases — 
been  based  largely  upon  cost,  either  actual  cost  or  repro- 
duction cost.  They  have  had  cost  in  their  mind  as  the 
basis  of  fair  value,  and  not  the  market  value  of  the  entire 
property  or  the  sale  value  of  the  entire  property.  This 
conception  of  \'alue  as  cost  is  perhaps  not  the  usual  con- 
ception, but  still  I  think  that  value  may  be  properly  used 
in  a  number  of  senses.  For  instance,  we  use  value  to  mean 
merely  utility,  without  regard  to  money  value  whatever. 
The  economists  have  also  used  value  to  denote  the  n(^rmal 
cost  of  production.  They  have  got  at  that  from  a  con- 
sideration of  the  fact  that,  in  competitive  industry,  the 
price  tends  to  liuctuate  about  the  normal  cost  of  produc- 
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tion.  That  is.  if  we  have  a  quickly  and  freely  i)roduccd 
commodity,  it  is  pretty  sure  that  the  price  will  be  the  cost 
of  production.  l)ccause  nobody  would  pay  any  more.  If  it 
is  the  case  of  a  commodity  that  can  only  be  produced  by  a 
iarg-e  inxestment  of  capital,  with  heavy  risks,  the  cost  of 
production  will  still  tend  to  determine  the  normal  price, 
if  under  competition,  because,  if  it  is  more  than  that,  it 
will  tend  to  bring  competitors  into  the  field,  so  as  to  tend 
to  reduce  it  to  the  normal  cost  of  production.  Therefore, 
it  is  the  normal  cost,  it  is  the  cost  that  tends  to  become 
stable,  and,  under  perfectly  static  conditions,  with  perfectly 
free  competition,  the  normal  cost  of  production  would  be 
the  normal  price. 

Q.  How-  can  what  you  term  the  normal  cost  of  pro- 
duction be  determined  in  a  case  like  the  present  one,  the 
case  of  a  public  utility  company? 

A.  I  want  to  qualify  that  statement  in- regard  to  normal 
cost  of  production,  to, make  it  apply  to  a  regulated  monop- 
oly, that  is,  to  a  virtual  monopoly  that  is  under  public 
regulation.  In  that  case  competition  is,  of  course,  lacking, 
and  public  regulation  attempts  to  do  what  competition  can- 
not do  because  it  is  absent,  that  is,  fix  the  reasonable  rate 
of  charge  at  the  normal  cost  of  production.  If  the  Com- 
mission will  permit,  I  will  read  a  paragraph  that  gives  my 
views  on  that  point  very  concisely,  more  concisely  than  I 
could  otherwise  give  them :  '"The  aim  of  public  regulation 
is  to  accomplish  what,  in  other  industries,  is  assumed  to  be 
accomplished  automatically  by  free  competition,  that  is,  to 
limit  the  price  charged  to  the  normal  cost  of  production. 
In  the  case  of  authorized  and  regulated  monopoly,  ordi- 
narily the  reasonable  rate  of  charge  will  correspond  exactly 
to  the  economist's  conception  of  normal  price.  The  reason- 
able rate  is  ordinarily  the  one  fixed  by  the  normal  cost 
of  production.  It  is  fixed  by  normal  operating  expenses, 
plus  a  normal  rate  of  return  on  a  normal  capital  cost. 
Normal  cost  is  ordinarily  the  determining  factor  in  fixing 
fair,  reasonable,  or  normal  prices,  in  the  case  of  a  regulated 
monopoly.  There  is  no  reason  why,  in  the  case  of  a  virtual 
monopoly,  the  public  should  be  required  to  pay  more  than 
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the  normal  cost  of  production,  and  there  is  no  reason  why, 
in  the  long'  run.  the  public  may  not  pay  less.  Normal  cost 
of  production  is  the  amount  which,  in  the  lonjj:  run.  it  is 
necessary  to  pay  to  secure  the  utilities  demanded  by  the 
public.  It  is  the  amount  that  will  secure  an  equilibrium 
between   demand   and   sup])ly." 

By  the  Ciiajrmax   (Commissioner  Fennypacker)  : — 

O.   Do  I  understand  that  that  is  the  outcome  of  some 

determination  by  some  properly  constituted   authority,   or 

is  that  your  personal  view? 

A.  That  is  my  personal  opinion. 

By  Mr.  Marye:— 

O.  You  were  cjuoting  from  your  book? 
A.  Yes. 

By  Mr.  French  : — ■ 

O.  What,  in  your  opinion,  is  the  fairest  basis  of  valua- 
tion, to  take  both  the  pul)lic  and  the  corporations  e(|ually 
into  account? 

A.  I  would  say  that  the  fairest  single  liasis.  if  you  have 
to  select  a  single  basis,  is  the  normal  actual  cost. 

O.  AMiat  do  you  mean  by  the  normal  actual  C(^st? 

A.  The  investor  necessarilv  estimates  his  gains  or 
losses  on  his  actual  investment,  and,  if  he  invests  a  certain 
amount  in  a  public  utility  and  he  expects  to  earn  a  certain 
return  u])on  that  investment,  say  it  is  7%,  and  if  you  take 
the  actual  investment  as  the  fair  value,  then  he  will  continue 
to  earn  7%  upon  his  actual  investment.  If  you  take  some- 
thing else,  he  will  earn  his  return  on  uk^'c  or  less  than 
his  actual  investment,  according  as  prices  ha\e  gone  up  or 
down. 

Q.  Then  what,  in  your  jndgnu'nt.  are  some  of  the  lim- 
itations of  the  reproduction  methtxl  of  ascertaining  ct>st.-' 

A.  I  think  that  the  re]n-oduction  method  is.  of  course, 
based  upon  the  theory  that  what  the  jmblic  is  entitled  to  is 
service  practically  at  the  same  rate  that  another  company 
could  come  into  the  held  and  produce  the  same  service  for. 
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riial  is,  it  is  a  rci)n  nluclii  >n  nf  the  service,  rallier  than  a 
rcpnxluctioii  of  the  identical  i)lant.  I  ji  >\ve\er,  lliis  repro- 
duction of  the  service  is  a  \  ery  (lilTiciilt  and  expensive  de- 
termination. For  instance,  it  would  be  impracticable,  I 
presume,  for  rate  i)urposes.  to  determine  the  reproduction 
of  the  service  of  a  railroad  from  New  NOrk  to  Chicago.  It 
would  re(|uire  the  sur\e}'  of  the  entire  n»ute  and  the  deter- 
mination of  where  the  proper  location  would  be,  and  what, 
with  the  present  oiTerings  of  freight,  should  be  the  proper 
grade  and  alignment  of  the  railroad.  That  would  be  en- 
tirely imi)ractical.  to  attem])t  to  reproduce  the  identical 
plant,  rather  than  to  reproduce  an  equally  efftcient  substi- 
tute plant.  Another  modification  of  the  reproduction 
method  is  that  the  rej)roduction  is  often  made  based  upon 
present  prices  of  la1)or  and  materials,  but  under  the  original 
conditions  under  which  the  i)lant  was  constructed,  rather 
than  under  the  present  conditions  under  which  reproduc- 
tion might  take  place.  That  is  considered  more  just  than 
a  strict  reproduction  method,  because  it  allows  for  those 
equities,  takes  some  account,  at  least,  of  the  past  history 
of  the  comi)any  and  the  actual  expenditures  that  the  com- 
pany has  made  for  grading,  or  for  clearing  of  trees,  or 
for  development  expenses,  and.  on  the  other  hand,  it  takes 
no  account  whatever  of  certain  expenditures  that  would  be 
incurred  in  the  case  of  a  reproduction  of  the  plant,  such  as 
pavement  over  mains  that  has  been  laid  without  expense 
CO  the  company.  The  reproduction  method  has  further 
been  modified  to  bring  it  back  nearer  to  actual  conditions, 
by  taking  consideration,  in  some  cases,  of  piecemeal  con- 
struction. Of  course,  if  we  reproduce  the  entire  plant,  there 
js  no  question  of  piecemeal  construction.  The  plant  is  re- 
produced at  one  time. 

Bv  THE  Chairman  (Commissioner  Pennypacker)  : — 

A.  But  if  you  look  at  the  actual  cost,  say  of  some- 
thing which  was  constructed  ten  years  ago.  you  throw  aside 
entirelv  the  reproduction  cost,  do  you  not?  I  do  not  see 
flow  you  can  take  both.  If  you  are  to  determine  it  by  what 
the  actual  cost  was,  that  is  one  method,  and  the  reproduc- 
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tion  would  not  be  that  actual  cost  at  all,  it  would  be  some- 
thing else,  and  affected  by  existing  conditions? 

A.  Yes.  I  am  only  trying  to  indicate  the  modifications 
that  have  been  made  in  the  reproduction  method. 

Q.  But  it  does  not  seem  to  me  that  that  is  a  modification. 
It  seems  to  me  that  it  is  throwing  it  awav  entirely.  How- 
can  you  modify  the  estimate  by  cost  of  reproduction  by 
taking   actual   cost?     That   is   not   a   modification,   is   it? 

A.  It  is  the  method  that  is  actual)}-  used,  and  called  the 
reproduction  method. 

O.  That  is,  it  is  actually  called  reproduction,  e\en 
though  you  take  the  cost? 

A.  Take  into  consideration  some  elements  of  actual 
cost. 

O.  You  mean  you  take  half  of  the  plant  at  actual  cost 
and  the  other  half  at  reproduction,  or  how  would  you 
manage  it? 

A.  Very  often  certain  items  are  taken  at  actual  cost 
and  others  at  reproduction. 

Q.  I  can  understand  perfectly  well  that,  if  there  be  items 
of  which  you  know  nothing  of  the  cost,  and  you  try  to  get 
what  information  you  can  by  going  out  into  the  market  and 
seeing  what  you  could  buy  them  for,  you  may  get  one  item 
by  actual  cost  and  another  by  reproduction,  but  that  seems  to 
be  a  different  process. 

A.  I  am  not  trying  to  justify  the  reproduction  method. 

O.  No,  but  I  am  trying  to  get  at  a  clear  thought  as  to 
what  it  all  means — not  in  the  sense  of  criticism.  It  is  getting 
the  meaning. 

By  Mr.  French  : — - 

O.  The  strict  reproduction  method  would  mean  the  con- 
struction of  a  plant  which  would  furnish  equal  facilities,  would 
it  not,  rather  than  to  reconstruct  the  present  plant  the  way 
in  which  it  was  constructed? 

A.  Yes,  I  think  that  is  the  true  reproduction  theor\',  that 
you  reproduce  the  existing  service;  but,  as  I  have  tried  to 
state,  that  is  not  the  method  that  is  usually  adopted. 
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Bv  THE  C'liAiKMAN   (Commissioner  I'cnny])acker)  : — 

O.   1  undcrsland  you  ])refer  llie  other  melhod,  of  getting 

at  the  cost? 
A.   \'es. 

Bv  AJk.  I'KExcH  : — 

O.  In  other  words,  these  modifications  of  the  reproduc- 
tion method  continually  tend  toward  getting  hack  to  what  the 
property  actually  cost? 

A.  Yes,  as  I  see  it. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.  My  difficulty  was  to  understand  what  you  meant  by  a 
modification.  1  think  they  are  fundamentally  different  pro- 
cesses. 

A.  It  seems  to  me  the  point  at  issue  between  actual  cost 
and  reproduction  cost  is  really  whether,  by  cost  of  production, 
we  mean  cost  at  a  particular  moment,  or  cost  spread  over  a 
period  of  years.  The  reproduction  method  is  a  method  of  de- 
termining cost  of  production  at  a  particular  moment. 

O.  At  this  particular  time  ? 

A.  Yes.  The  actual  cost  method  takes  into  consideration 
tlie  entire  history  of  the  company,  takes  into  consideration  that 
fact  that  a  utility  has  to  have  a  large  amount  of  invested  capi- 
tal that  it  may  not  draw  out  at  any  time,  but  must  keep  in  the 
business,  and.  therefore,  bases  the  rate  of  return  upon  that 
actual  investment. 

O.  I  do  not  see  how  the  cost  can  be  spread  over  the  his- 
tory of  the  growth  of  the  plant,  because,  if  you  are  looking 
at  cost,  it  cost  you  that  much  money  at  a  certain  specific  time. 
Presentlv  you  buy  something  else,  perhaps,  and  that  is  the 
actual  cost  of  that  other  thing. 

A.  I  mean  this,  that  a  railroad  or  any  utility  is  built  up 
])iecemeal. 

O.  So  it  is. 

A.  And  the  costs  are  thus  spread  oa  *.r  a  long  period  of 
time. 

O.  Not  at  all.  There  is  the  cost  of  the  first  part  of  it  at 
one  time  and  the  cost  of  another  part  at  another  time. 
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A.  That  is  what  I  mean.  In  the  same  way,  the  develop- 
ment expense  is  a  historical  expense,  that  is,  it  depends  upon 
the  study  of  the  history  of  the  plant.  It  does  not  suppose  any 
present  moment  reproduction  of  the  plant.  I  wanted  to  explain 
what  I  mean  by  actual  cost.  I  think  that  there  are  possibly 
three  definitions,  three  senses  in  which  the  term  actual  cost 
might  be  used.  One  might  be  the  book  value.  Another  might 
be  the  original  cost  of  the  units  originally  installed.  Another 
■would  be  the  actual  cost  of  the  units  at  present  in  place.  It 
is  the  third  that  I  have  in  mind,  that  is,  the  actual  cost  of  the 
units  at  present  in  place.  For  instance,  if  a  railroad  company 
started  with  a  horse  car  and  then,  by  successive  renewals,  got 
down  to  a  pay-as-you-enter  car,  it  would  be  the  cost  of  the 
pay-as-you-enter  car  that  would  enter  into  the  determination  of 
actual  cost,  and  not  the  cost  of  the  original  car.  In  this  way, 
actual  cost  is  determined  in  verv  much  the  same  way  by  the 
use  of  somewhat  the  same  methods  that  reproduction  cost  is. 
That  is,  you  have  to  first  have  your  inventory  of  the  entire 
property,  and  you  have  to  know  the  age  of  each  item  of  prop- 
erty. You  have  to  know  the  age  under  the  reproduction 
method  in  order  to  determine  the  accrued  depreciation.  You 
have  to  know  the  age  under  the  actual  cost  method  in  order 
to  know  the  date  at  which  the  particular  item  was  purchased, 
in  order  to  find  it  in  the  books,  or  in  order  to  estimate  the 
actual  cost  if  you  cannot  find  it  in  the  books.  But,  by  the  use 
of  the  accounts  and  the  records  of  prices  of  materials  for  past 
periods,  it  seems  to  me  that  the  actual  cost  can  be  detemiined 
with  equal  facility  to  the  reproduction  cost,  and  probably  more 
accurately,  if  you  have  not  the  actual  cost  to  check  your  repro- 
duction cost.  That  is,  I  think,  if  you  are  going  to  use  both 
methods,  that  you  want  the  actual  cost  so  as  to  serve  as  a  check 
upon  the  reproduction  cost. 

By  Mr.  French  : — 

O.  Is  it  or  is  it  not  your  opinion  that  the  actual  cost  of  a 
utility  can  be  ascertained  with  greater  accuracy  than  the  repro- 
duction cost? 

A.  I  think  that  in  most  instances  it  can  be  ascertained. 
as  I  have  defined  it,  more  accurately  than  an  estimate  of  re- 
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production  cost  can  be  made,  without  reference  to  the  actual 
costs. 

Bv  Commissioner  Wright: — 

Q.  I  would  like  to  ask  one  question  there,  just  to  apply 
it.  We  will  say  in  this  town  there  are  tw^o  railroads,  two 
street  railroads,  that  were  established  ten  years  ago,  one  main 
line  and  one  cross-town  line,  each  of  them  costing  a  million 
dollars,  not  competing.  The  cross-town  line  books  burn  up, 
their  office  burns  up — a  small  loss — and  they  get  in  a  bad  way 
and  become  bankrupt,  and  the  main  line  road  purchases  the 
capital  stock  and  franchises  of  that  cross-town  road  for  $100,- 
000.  It  cost  a  million  dollars.  How  would  you  inventory  the 
cost  price  in  the  consolidated  company  ? 

A.  I  should  think  that  you  would  have  to  inventor}^  it  in 
the  same  way  that  you  would  any  other  property ;  that  is,  you 
would  inventory  all  the  items  of  the  property  of  the  cross-town 
company  and  determine — • 

O.  The  reproduction  value  on  that? 

A.  No,  determine  the  actual  cost. 

O.  Xo.  but  their  books  are  all  burned  up,  all  the  records. 

A.  I  think  you  could  estimate  the  actual  cost  with  at  least 
equal  facility  to  an  estimate  of  reproduction  cost,  from  your 
records  of  the  prices  of  labor  and  materials  in  the  past,  and 
knowing  when  each  one  of  these  items  was  installed,  as  you 
would  have  to  do  in  order  to  determine  the  reproduction  cost. 

Q.  But  the  officials  of  the  original  cross-towai  railway 
have  moved  out,  they  are  not  here,  and  you  can  get  no  data. 

A.  But  you  have  records  of  the  prices  of  labor  and  ma- 
terials in  the  past,  that  is,  records  of  the  price  of  copper  wire 
and  rails  and  of  labor,  everything  that  enters  into  the  cost  of 
construction. 

O.  Then  you  go  back  to  the  original  cost,  estimate  the 
original  cost,  instead  of  the  reproduction  value? 

A.  Yes. 

O.  They  would  be  almost  synonymous  in  that  case, 
though,  would  they  not? 

A.  I  think,  aside  from  land  value,  there  ought  not  to  be 
a  great  difference  between  actual  cost  and  reproduction  value. 
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Q.  A\'oiild  it  be  fair  to  this  main  company  to  allow  them 
to  earn  dividends  on  a  million  dollars,  the  original  cost,  when 
it  only  cost  them  a  hundred  thousand  dollars?  That  is  the 
point  I  was  getting  at. 

A.  I  would  not  want  to  sa}'. 

Q.  Would  it  be  fair  to  the  public,  I  mean? 

Mr.  Swayze  :  They  found  their  case  on  what  is  fair  to 
the  company  is  fair  to  the  public,  that  they  are  synonymous. 

By  ?\1r.  French  : — 

Q.  In  your  opinion  is  an  estimate  of  the  actual  cost 
the  best  basis  for  the  allowance  of  overhead  charges,  or  is 
it  fair  to  the  public  and  the  company  that  overhead  charges 
should  be  estimated  on  the  reproduction  theory? 

A.  It  seems  to  me  that  the  estimate  for  overhead 
charges  is  so  much  a  matter  of  theory,  that  it  is  likely  to 
prove  very  fallacious,  unless  you  check  it  up  carefully  with 
actual  expenditures  for  these  overhead  expenses,  and,  if 
you  can  get  at  the  actual  expenditures,  you  have  a  very 
much  better  basis  for  estimating  either  your  reproduction 
overhead  charges  or  your  actual  overhead  charges. 

Q.  If  overhead  costs  are  paid  out  of  operating  ex- 
penses during  the  large  part  of  the  life  of  a  public  utility, 
and  these  overhead  costs  are  later  capitalized,  in  the  ascer- 
tainment of  a  fair  valuation  for  the  company's  property, 
should  not  the  amount  of  these  overhead  costs  be  deducted 
from  past  operating  expenses,  when  considering  the  rate  of 
return  which  the  company  has  earned  in  the  past? 

A.  Undoubtedly.  If  they  are  later  capitalized  and  bo- 
come  a  part  of  the  cost  new,  they  should  be  added  to  the 
profits  of  the  past,  in  order  to  determine  what  the  actual 
profits  were  in  the  past. 

O.  How  should  a  reserve  set  aside  for  depreciation  be 
treated  in  determining  fair  value  in  rate  cases? 

A.  That  depends  somewhat  upon  the  theory  upon 
which  the  reserve  was  set  aside.  For  instance,  T  think  that, 
if  a  reserve  is  set  aside  under  the  sinking  fund  method, 
and  is  put  in  outside  securities  and  is  made  t(->  earn  in- 
terest for  the  benefit  of  the  sinking  fund   for  dc])reciation 
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purposes,  then  it  should  be  included  in  cost  new.  On  the 
other  hand,  if  any  reserve  is  invested  in  the  property  and 
does  not  earn  a  return  for  any  special  fund,  but  earns  a 
return  as  all  the  other  property  of  the  company  does  for 
the  general  fund,  then  I  think  that  any  reserve  should  not 
be  included  in  the  fair  value  on  which  the  rate  of  return 
is  based,  because  the  reserve,  being  made  for  this  specific 
purpose,  being  taken  out  of  operating  expenses,  is  assumed, 
I  think,  to  be  held  inviolable  for  the  purpose  for  which  it 
was  created,  and,  if  it  is  i)ut  into  the  property,  it  requires 
just  so  much  less  of  money  to  be  put  in  by  the  stock- 
holders and  bondholders.  Therefore,  the  stockholders  and 
bondholders  get  a  return  on  the  amount  which  they  actually 
put  in,  they  have  a  return  u]ion  all  that  they  are  entitled  to. 

Cross-examination. 

By  Mr.  Marye: — 

Q.  Have  you  ever  had  any  experience  in  the  operation 
of  a  public  utility? 

A.  No. 

Q.  Did  you  ever  examine  yourself  the  books  of  a  public 
utility? 

A.  Not  completely,  no. 

Q.  The  work  that  you  have  published,  on  the  valua- 
tion of  the  property  of  public  service  corporations,  is  a 
compilation? 

A.  It  is  a  compilation  and  also  a  study  of  the  various 
theories,  and  a  statement,  to  a  considerable  extent,  of 
theories  that  have  been  developed. 

By  Mr.  Swayze: — 

O.  Statement  of  what  to  a  considerable  extent? 
A.  Of  theories  that  have  been  developed. 

By  Mr.  Marye: — 

O.  Have  you  stated  your  own  opinion? 

A.  Yes.   I   have   stated   my  own  opinion  here. 

Q.  Have  you  so  stated  them  in  your  book? 
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A.  Yes,  although  in  the  book,  of  course,  I  intended 
to  include  the  theories  of  the  courts  in  their  own  words. 

Q.  Was  that  book  prepared  by  you  as  librarian  and 
statistician  of  the  Public  Service  Commission  of  the  First 
District  of  New  York? 

A.  No,  it  was  prepared  by  me  privately. 

Q.  I  say,  while  you  were  acting  in  that  capacitv? 

A.  Yes.'  '  "  '  . 

O.  \\'hat  was  the  date  of  its  publication? 

A.  1912,  and  the  supplemental  volume  came  out,  I 
think,  in  September  of  this  year. 

Q.  This  publication  in  1912,  you  recall,  was  subsequent 
to  the  decision  of  that  commission  in  the  case  of  Mayhew 
against  the  Kings  County  Gas  Company? 

A.  I  think  so. 

Q.  In  your  book  did  you  comment  on  the  decision  of 
that  Commission  in  that  case? 

A.  I  presume  I  included  the  decision  there,  and  prob- 
ably had  some  comment. 

O.  Do  you  recall  what  position  you  took  in  your  first 
book,  in  1912? 

A.  On  what? 

Q.  On  the  question  of  the  increased  value  of  land. 

A.  I  think  that,  if  I  remember  rightly — I  have  not 
looked  it  up  for  some  time — I  favored  the  actual  cost  as  the 
fairest  basis  in  the  case  of  land  value.  Ijut  stated  that  the 
vested  interests  of  the  investors  might  lead  to  a  different 
conclusion. 

O.  Did  you  not  quote  extensively  from  the  decision  of 
the  Commission  in  that  case  in  your  book? 

A.  I  think  I  did,  yes. 

Q.  And  quoted  from  Commissioner  Maltbie's  decision 
on  that  very  point? 

A.  Yes,  undoubtedly. 

Q.  And  did  you  not  state  it  as  your  conclu^ion  that 
you  endorsed  the  position  thus  taken  by  the  Commissioner? 

A.  Yes,  I  do  endorse  the  statement,  by  Commissioner 
Maltbie,  of  the  method  used  in  that  case. 

Q.  A\'hat  was  that  method? 
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A.  The  land  was  included,  not  at  its  actual  cost,  but 
at  its  actual  market  value,  and  the  actual  cost  was  also 
determined,  and  the  difference  between  actual  cost  and 
present  market  value  w^as  determined,  and  that  was  spread 
over  a  period  of  years,  durinq-  which  the  company  had 
held  the  land  and  in  which  it  had  increased  in  value,  and 
that  amount — that  is,  the  yearly  increment — was  added  to 
the  income  of  the  company. 

Q.  Treated  as  income  and  not  capital? 

A.  Yes. 

O.  And  the  same  proportionate  increase  was  assumed 
on  into  the  future? 

A.  It  was  assumed  at  least  for  the  immediate  future, 
for  the  year  under  consideration,  that  the  land  would  be 
increased  at  the  same  rate  that  it  did  for  the  last  ten  years. 

By  Mr.  Swayze  : — 

Q.  And  that  increase  was  also  treated  how?  How  was 
that  treated? 

A.  In  the  way  that  I  have  just  stated. 

By  Mr.  Marye: — 

O.  As  income? 

A.  Yes. 

O.  At  the  time  that  you  wrote  your  book,  was  not  that 
case  on  appeal  to  the  courts  in  New  York,  the  Appellate 
Division  of  the  Supreme  Court  of  New  York? 

A.  Yes. 

Q.  By  the  company? 

A.  Yes. 

O.  And  that  was  one  of  the  points  assigned  as  error 
in  the  petition  for  certiorari? 

A.  Yes. 

O.  Did  the  Appellate  Division  of  the  Supreme  Court 
decide  that  case  subsecjuent  to  the  publication  of  your  book? 

A.  They  did. 

Q.  What  position  did  the  Appellate  Division  take? 

A.  Thev  took  the  position  that  increment  from  land 
value  could  not  be  considered  as  income. 
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O.   But  should  be  considered  as  capital? 

A.  Should  be,  yes ;  that  is,  the  land  should  l)e  taken  at 
its  present  market  value. 

Q.  And  was  that  decision  of  the  Appellate  Division 
carried  by  the  Commission,  on  that  point,  to  the  Court  of 
Appeals  in  Xevv  York? 

A.  Yes. 

Q.  What  was  the  decision  of  the  Court  of  Appeals  on 
that  point? 

A.  The  Court  of  Appeals  sustained  the  Appellate  Divi- 
sion. 

O.  And  reversed  the  Commission? 

A.  Yes. 

O.  A\'hich  had  taken  the  position  you  took  in  your 
book? 

A.  Yes. 

O.  What  is  your  present  opinion  on  that  subject?" 

A.  I  think  that,  unless  land  is  taken  at  its  actual  cost, 
it  is  just — that  is,  it  is  proper,  that  some  method  of  that 
kind  should  be  worked  out,  because  the  return  that  the 
company  gets  is  not  the  return  that  is  allowed,  but  is  that 
return  plus  the  increment  in  the  land  value,  and  if  that  in- 
crement in  the  land  Value  amounts  to  $10,000  a  year,  the 
income  of  the  company,  if  it  is  allowed  to  make  a  return 
upon  that  increase,  is  increased  proportionately. 

O.  Is  that  what  the  court  decided,  that  you  must  take 
the  value  of  the  land  as  of  the  time  of  the  inquir\-,  as  the 
base  upon  wdiich  the  company — 

Mr.  French  :  You  asked  him  his  opinion. 
By  Mr.  Marye:— 

O.  Do  you  think  the  court  was  right  or  wrong? 

A.  I  think  the  court  was  wrong. 

Q.  So  you  still,  in  the  face  of  that  decision,  adhere  t«^ 
the  position  you  took  in  your  book? 

A.  It  would  not  change  my  theory,  no,  as  t(j  what  was 
just. 

Q.  What  other  authority  than  the  decision  of  the  Com- 
mission of  the  First  District,  in  that  one  case,  did  you  have 
in  your  book  for  the  position  you  took  in  your  book?* 
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A.  I  (lid  not  state  any  authorit}-.  cxce])t  my  own 
opinion. 

Q.  And  that  was  based  on  that  one  decision? 

A.  Yes,  it  was. 

Q.  Then  would  Aour  ojiinion  f»n  that,  or  any  other  point 
of  regulation,  be  influenced  by  a  decision  of  the  Court  of 
Appeals  of  your  State? 

A.  It  would  be  influenced  as  to  wdiat  \vas  a  practical 
method.  It  would  not  necessarily  be  influenced  as  to  what 
was  a  just  method. 

Mr.  Gordox  :  It  would  illustrate  what  would  have  to  go  in 
the  State  of  Xew  York,  but  not  necessarily  in  any  other 
state. 

By  i\lR.  SwAVZE  : — 

O.  You  would  set  up  your  idea  as  to  what  was  just 
and  right  as  to  property  values,  against  the  decision  of  the 
United  States  Supreme  Court,  or  any  other  court,  or  all  the 
courts? 

A.   It  would  ])e  merely  my  opinion. 

O.  But  you  would  not  change  it  because  of  the  deci- 
sions, would  you  ? 

A.  No. 

By  Mr.  Marye: — 

Q.  In  your  effort  to  arrive  at  what  you  term  actual 
cost,  were  you  or  not  in  effect  trying  to  get  at  the  original 
investment? 

A.  I  think  that  actual  cost  should  be  the  original  in- 
vestment. 

O.  Then  they  are  synonymous,  as  you  use  ihem? 

A.  As  I  use  them,  yes. 

O.  ^^'hat  decision  of  the  Supreme  Court  of  the  United 
States,  in  any  rate  case  that  you  know  of,  has  taken,  as  a 
base  for  fixing  rates,  either  the  actual  cost  or  the  invest- 
ment? 

A.  I  think  that  all  the  decisions  of  the  Supreme  Court 
^ake  into  consideration  the  actual  cost. 

O.  As  the  base? 
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A.  The  decisions  of  the  Supreme  Court — while  I  cannot 
tell  what  is  in  their  mind,  they  say  that  they  have  no  one 
base  on  which  they — 

O.  In  what  decision  have  they  said  they  had  no  one 
base? 

A.  Justice  Hug-hes  says  in  the  Minnesota  Rate  Case — 

Q.  Have  you  a  copy  of  that  decision  here? 

A.  Yes.  It  is  a  rather  long-  case.  I  do  not  know 
whether  I  can  find  the  particular  phrase  that  I  have  quoted 
here.  The  particular  phrase  I  have  quoted,  is  from  Justice 
Hughes'  decision  in  this  case:  'Tt  is  not  a  matter  of 
formulas,  but  there  must  be  a  reasonable  judgment,  having 
its  basis  in  a  proper  consideration  of  all  the  relevant  facts." 
As  I  remember  it,  he  makes  that  statement  and  distinctly 
says  that  the  court  must  consider  all  the  facts  mentioned 
in  Smyth  as.  Ames,  and  various  other  cases. 

Q.  As  a  base? 

A.  He  does  not  mention  any  base. 

Q.  He  does  not,  as  a  basis  of  calculation? 

A.  I  think  not. 

O.  A^'ill  you  look  further  in  his  opinion? 

A.  It  is  a  long  opinion,  about  100  pages. 

O.  Look  on  page  754  of  the  Supreme  Court  Reporter, 
Vol.  23.  No.  15. 

A.  (Reading)  "The  ascertainment  of  that  value  is  not 
controlled  by  artificial  rules.  It  is  not  a  matter  of  formu- 
las, but  there  must  be  a  reasonalde  judgment,  having  its 
basis  in  a  proper  consideration  of  all  the  relevant  facts. 
The  scope  of  the  inquiry  is  thus  broadly  described  in  Smyth 
vs.  Ames.  In  order  to  ascertain  that  value,  the  original  cost 
of  construction,  the  amount  expended  in  permanent  im- 
provements, the  amount  in  market  value  of  its  bonds  and 
stocks,  the  present  as  compared  with  the  original  cost  of 
construction,  the  probable  earning  capacity  of  the  property 
under  particular  rates  prescribed  by  statute,  and  the  sum 
requij-ed  to  meet  operating  expenses,  arc  all  matters  for 
consideration  and  are  to  be  given  such  weight  as  may  be 
just  and  right  in  each  case." 

Q.  ^^'ill  you  read  a  little  further. 
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A.  "W'c  do  not  say  that  there  may  not  be  other  mat- 
ters to  be  re.q'arded  in  estimating-  the  value  of  the  property. 
What  the  company  is  entitled  to  ask  is  a  fair  return  upon 
the  value  of  that  which  it  employs  for  the  public  conven- 
ience. On  the  other  hand,  what  the  public  is  entitled  to 
demand  is  that  no  more  be  exacted  from  it  for  the  use  of 
the  public  highway  than  the  ser\ices  rendered  by  it  are 
reasonably  worth." 

Q.  Will  you  please  read  the  paragraph  preceding  that? 

A.  "The  basis  of  calculation  is  the  fair  value  of  the 
property  used  for  tlie  convenience  of  the  public."  Then  it 
refers  to  Smyth  vs.  Ames. 

Q.  Does  that  say  the  basis  of  calculation  is  the  fair 
value  of  the  property  used  for  the  convenience  of  the 
public? 

A.  The  fair  value,  yes. 

Q.  And  goes  on  to  say  that,  in  ascertaining  that  basis, 
wdiich  is  the  fair  value  of  the  property,  you  take  certain 
things  into  consideration? 

A.  Yes,  fair  value ;  that  is  what  we  were  trying  to 
get  at. 

O.  Did  he  state  there  that  you  take  as  your  basis  of 
calculation  the  original  cost  of  the  investment? 

A.  Yes,  the  original  cost  of  construction. 

Q.  As  your  basis  of  calculation? 

A.  I  said,  as  an  element. 

O.   In  what? 

A.  In  the  determination  of  fair  value. 

Q.  Of  value,  yes.  My  question  was,  in  what  decision 
did  they  say  the  basis  of  the  calculation  of  the  return  was 
the  cost  of  the  investment,  and  you  referred  to  this. 

A.  I  understood  you  probably  to  mean  as  an  element 
in  fixing  fair  \alue. 

O.  No,  sir,  my  question  was  directed  to  the  other.  As 
I  understood  your  testimony — I  may  have  been  wrong — it 
was  that  the  basis  of  calculation  should  be  upon  the  original 
cost,  or  upon  the  actual  investment. 

A.  I  stated  that,  in  my  opinion,  actual  cost  was  the 
best  single  basis  for  the  determination  of  fair  value. 
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Q.  I  did  not  so  understand  you.  That  is  the  position 
that  you  want  now  to  take? 

A.  Yes. 

j\Ir.  French  :  That  is  the  position  he  took  all  along. 
By  Mr.  AIarye:— 

O.  Do  you  know  of  any  other  decision  of  the  Supreme 
Court  that  refers  to  original  cost? 

A.  They  all  refer  to  the  original  cost  in  the  same  way  that 
this  does,  because  they  all  refer  to  Smyth  vs.  Ames. 

O.  In  all  the  decisions  of  the  Supreme  Court  of  the  United 
States  that  you  analyzed  for  the  purpose  of  writing  that  book, 
did  not  the  court  distinctly  say  that  you  shall  not  base  the  re- 
turn upon  the  original  cost,  or  what  the  property  had  cost? 

A.  You  should  not  base  it  on  that,  yes,  but  you  should 
consider  that  as  one  of  the  elements. 

O.  To  arrive  at  what? 

A.  Arrive  at  fair  value. 

O.  Of  the  property  at  what  time? 

A.  At  the  time  of  the  inquiry. 

O.  How  could  you  reconcile  the  value  of  the  property  at 
the  time  of  the  inquiry  with  what  that  property  had  actually 
cost? 

A.  Simply  by  the  fact  that  the  courts  have  looked  to  cost 
and  not  to  value,  not  to  market  value.  They  have  not  consid- 
ered tlie  market  value  of  the  property,  but  they  have  considered 
cost  in  determining  what  the  fair  value  of  the  property  for  rate 
purposes  is.  That  cost  may  be  actual  cost,  or  reproduction 
cost. 

O.  In  this  decision  in  the  Minnesota  Rate  Case,  from 
which  \  ou  have  just  quoted,  what  did  the  court  do  with  land, 
the  element  of  real  estate  and  land? 

A.  It  took  the  land  at  practically  its  market  value,  not  its 
reproduction  cost. 

O.  Market  value  when? 

A.  At  the  time  of  the  inquiry. 

O.  Did  it  have  the  original  cost  of  that  land? 

A.  I  do  not  know. 

O.  Could  it  not  have  gotten  it  from  the  books  of  the 
company  ? 
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A.  Undoubtedly. 

Q.  So  that,  as  to  land,  they  absolutely  disregarded  the 
original  cost  and  said  you  must  take  it  as  of  its  value  to-day, 
the  market  value;  is  not  that  so? 

A.  I  would  not  like  to  be  examined  on  what  the  Supreme 
Court  intended. 

Mr.  Swayze  :  But  you  qualified  on  your  analysis  of  it. 
That  is  your  qualification. 

The  Chairman  (Commissioner  Pennypacker)  :  I  think 
the  question  is,  rather,  what  is  his  opinion  as  an  expert,  than 
what  he  thinks  about  the  decisions  of  the  Supreme  Court.  I 
do  not  know  that  his  recollection  of  the  decisions  is  of  so  much 
importance.  He  is  here  on  the  theory  that  he  understands  it, 
and  you  want  to  get  at  his  judgment  and  the  basis  of  it.  but 
what  he  thinks  about  decisions  of  the  Supreme  Court  I  am  not 
so  clear  is  important. 

Mr.  Swayze  :  Tvlay  I  call  your  attention  to  the  fact  that 
Dr.  Whitten  comes  here  as  an  expert,  who  has  written  a  book, 
without  any  practical  experience  in  the  valuation  of  properties, 
but  through  his  study  of  decisions  and  his  analysis  of  those 
decisions.  Now  in  testing  him,  w^e  feel  that  it  is  perfectly 
proper  to  test  him  as  to  his  knowledge  of  those  decisions  upon 
which  he  founds  his  qualification  as  an  expert.  If  he  knows 
it  on  some  other  ground,  on  the  ground  that  he  has  examined 
plants,  that  is  diflPerent,  but  he  says  he  never  has  examined  the 
plants. 

The  Chairman  (Commissioner  Pennypacker)  :  I  think 
you  have  gotten  beyond  the  question  of  his  capacity  as  an  ex- 
pert. He  has  been  put  on  the  stand  and  has  been  testifying  at 
considerable  length.  It  is  rather  late  to  raise  the  question  of 
his  expert  capacity. 

]\Ir.  Swayze  :  I  think  we  have  a  right  to  test  him  on 
cross-examination. 

The  Chairman  (Commissioner  Pennypacker")  :  Of 
course,  it  aflfects  the  value  of  his  testimony.  You  may  argue 
that  if  you  choose.  My  feeling  is  that  the  best  way  to  get 
before  the  Commission  the  decisions  of  the  Supreme  Court 
is  to  have  them  examine  the  decisions,  rather  than  to  ask  the 
witness  about  them,  anyhow. 
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Mr.  Swayze:  We  would  not  have  gone  into  it  if  the  door 
had  not  been  opened  on  the  other  side. 

Mr.  French  :  We  merely  quoted  the  Supreme  Court  as 
an  authority  for  using  Mr.  Whitten  as  an  authority. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.  Let  me  put  a  problem  at  you  on  this  question  of  actual 
cost.  Suppose  a  utility  erected  and  put  in  operation  fifty  years 
ago,  and  in  the  meantime  the  price  of  labor  and  materials  has 
very  much  increased,  and  then  a  utility  of  the  same  kind 
erected  to-day.  How  would  the  Commission  determine  the 
rate?  If  they  determined  it  upon  the  basis  of  the  old  utility, 
the  one  erected  to-day  would  not  get  a  sufficient  return,  and  if 
they  based  it  on  the  cost  of  the  utility  to-day,  the  old  utility 
would  be  getting  too  much.  How  would  you  determine  that 
question  ? 

A.  It  seems  to  me  that  the  question  of  regulation  of  public 
utilities  is  a  question  of  regulating  a  virtual  monopoly,  and 
it  is  not  a  question  of  competition  between  two  companies,  so 
that  you  have  to  fix  a  rate  that  will  be  just  to  both  the  com- 
panies, but  you  take  each  one  into  consideration  and  fix  a  rate 
that  will  be  just  to  the  particular  company. 

Q.  Yes,  but  the  Commission  very  often  finds  itself  con- 
fronted W'ith  two  or  more  utilities.  In  the  telephone  business, 
while  the  Bell  Telephone  Company  has  a  large  extent  of  ter- 
ritorv  and  has  a  great  many  consumers,  there  are  other  tele- 
phone companies,  some  occupying  almost  the  same  territory. 
Now  the  rate  has  to  be  fixed: 

A.  Of  course,  you  have  the  same  problem  where  two  com- 
panies are  built  at  the  same  time.  Take  a  water  works  plant, 
for  instance,  one  having  a  very  expensive  watershed  and  the 
other  having  a  less  expensive  watershed. 

O.  Assuming  that  is  true,  how  would  you  fix  the  rate 
under  those  circumstances,  based  on  actual  cost? 

A.  I  was  indicating  that  there  might  be  two  cases,  where 
there  were  two  plants  built  at  the  same  time,  and  then  you 
would  have  to  fix  a  rate — 

O.  But  the  theory  which  I  put  to  you  was  utilities  erected 
at  different  times. 
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A.  ^'es.  1  think  that,  as  to  tlie  past,  you  cannot  very  well 
dogmatize  and  say  that  actual  cost  shall  always  be  the  only 
basis  that  you  consider,  because  in  certaui  cases  there  may  be 
vested  interests  and  vested  expectations  of  return  that  would 
not  he  realized  if  the  Commission  now  established  a  standard 
of  value.  I  think  it  is  very  important  that  the  Commission 
should  establish  some  standard  of  value,  so  that  people  can 
know  wh.at  they  are  going  to  be  entitled  to  earn  on,  whether 
on  the  actual  cost  or  the  reproduction  cost. 

O.  I  was  endeavoring  to  apply  a  test  of  actual  cost.  If  I 
understand  your  answer,  it  is  this,  that,  under  those  circum- 
stances, we  should  have  to  look  at  some  other  facts  than  those 
of  the  actual  cost  of  those  plants;  is  that  it? 

A.  I  think  you  might,  unless  you  were  taking  a  hereto- 
fore unregulated  utility  ;  if  you  were  starting  at  the  present,  I 
would  say  that  you  could  establish  the  principle,  perhaps,  that 
any  utility  hereafter  should,  at  least  on  its  new  investment, 
earn  only  on  the  actual  investment. 

By  Mr.  Marye  :— 

O.  But'  take  the  case  that  Governor  Pennypacker  has 
given  you  as  an  illustration,  the  case  where  the  two  telephone 
companies  are  competing  in  the  same  city,  one  of  which  was 
built  at  one  time  and  another  at  another.  How  would  this 
Commission  fix  the  rates,  under  the  original  cost  theory,  for 
those  two  companies  ? 

A.  If  you  fixed  the  rate  under  the  original  cost  theory, 
you  would  have  to  get  the  original  cost  of  each  one  of  those 
companies  and  fix  the  rates  accordingly. 

Q.  How^  would  the  rates  result?  You  would  have  differ- 
ent rates,  then,  for  the  respective  companies? 

A.  Yes. 

Q.  If  there  had  been  a  change  in  conditions? 

A.  It  w^ould  mean,  practically,  that  one  of  the  '_ompanies 
would  have  to  come  down  to  the  other  rate. 

By  Mr.  Swayze: — 

O.  And  might  not  earn  a  fair  return  ? 

A.  Yes.     I  think,  in  considering  the  question  of  a  stand- 
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ard  of  value,  we  should  first  separate  the  question  of  a  i)Oorly 
located,  unsuccessful  plant.  I  do  not  think  we  can  apply  the 
same  principles  to  both  the  poorly  located  and  unsuccessful 
plant  and  to  the  normally  located  and  normally  successful 
plant.  We  have  to  work  out  a  theory  for  the  normally  located 
and  normally  successful  plant.  To  the  other,  the  poorly  lo- 
cated and  unsuccessful  plant,  you  would  probably  have  to  ap- 
ply different  principles. 

By  Mr.  Marye  :— 

O.  Assuming  the  conditions  of  competition  in  telephony, 
you  have  not  the  embarrassment  of  a  poorly  and  a  v/ell  located 
plant.  There  they  are,  side  by  side,  both  operating  in  the 
same  streets  and  supplying  patrons  residing  side  by  side,  which 
is  always  true  of  com])etition  in  telephony,  as  you  doubtless 
know  ? 

A.  Yes. 

O.  Now  one  is  built  25  years  ago  and  the  other  5  years 
ago,  under  different  conditions  as  to  prices  of  material  and 
labor. 

A.  I  think  you  would  have  the  same  complication  that 
Justice  Hughes  found  in  the  Minnesota  Rate  Cases,  that  he,  as 
I  remember  it,  there  stated  that  the  rates  of  charge  were 
made  with  reference  to  the  particular  companies,  and  that, 
although  there  were  certain  companies  that  it  was  claimed 
could  not  charge  those  same  rates  and  earn  a  fair  return  on 
the  investment,  still  he  said  that  he  had  to  consider  the  par- 
ticular railroad  and  establish  rates  that  were  fair  for  that 
railroad. 

O.  Now  apply  that  to  competitive  telephony,  on  the  ori- 
ginal cost  theory.  You  would  fix,  as  I  understand  it,  different 
rates  for  the  respective  companies? 

A.  You  would  do  the  same  thing  under  the  reproduc- 
tion method. 

O.  Would  you  ? 

A.  If  you  follow  the  reproduction  method. 

O.  What  was  your  definition  of  reproduction  ? 

A.  If  you  follow  the  reproduction  method  as  it  has  been 
put  in  practice,  providing  for  an  historical  development  of 
development  expenses — 
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Q.  What  has  that  to  do  with  the  reproduction  theory, 
the  historical  development? 

A.  It  is  usually  combined  with  the  reproduction  theory. 

Q.  l>y  the  advocates  of  the  reproduction  theory? 

A.  I  believe  so. 

Q.  Why,  under  the  reproduction  theory? 

A.  You  would  not,  under  the  strict  reproduction  method, 
I  admit,  but  I  think  that,  under  the  reproduction  method  as 
usually  applied,  those  modifications  are  made. 

Q.  You  think,  then,  that  it  is  illogical  to  attempt  to  apply 
an  estimate  of  the  cost  of  development,  built  up  on  the  his- 
torical method,  to  a  valuation  of  the  physical  property  built 
up  on  the  reproduction  method? 

A.  It  is  using  both  methods. 

O.  Under  your  theory  of  original  cost,  actual  cost,  which, 
as  I  understood  your  testimony,  you  said  you  could  find  more 
readily  from  the  books  of  a  company  than  you  could  its  re- 
production cost,  would  not  that  depend  entirely  upon  whether 
or  not  the  books  tagged  the  various  items  that  had  gone  into 
the  property  throughout  all  the  years? 

A.  It  would  depend  to  a  large  extent,  yes,  but  I  think 
that,  ordinarily,  you  could  get  enough  from  the  books — that 
is,  you  could  tag  enough  items — in  order  to  determine  the 
actual  cost  of  a  great  deal  of  the  property  that  is  now  in 
place. 

O.  What  would  you  do  as  to  the  rest? 

A,  You  would  estimate  it. 

O.  Then  your  theory  is  not  actual  cost,  it  is  an  estimated 
cost? 

A.  It  is  the  estimated  actual  cost,  just  as  reproduction 
cost  is  the  estimated  reproduction  cost. 

Q.  Even  when  you  have  books  kept  so  as  to  tag  the  prop- 
erty, you  have  to  estimate? 

A.  No,  when  you  have  the  books  kept  properly — 

O.  Have  you  ever  seen  books  so  kept? 

A.  I  imagine  there  are  such. 

Q.  Have  you  ever  seen  any  books  of  any  utility  so  kept? 

A.  No. 
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By  the  Chairman  (Commissioner  Pennypacker)  : — 

O.  Suppose  you  had  a  utility  whose  books  went  down  in 
the  Titanic  ?  How  would  you  do  then  ?  Use  the  reproduction 
theory  ? 

A.  No,  I  would  try  to  use  at  least  both  methods  in  order 
to  test  one  by  the  other. 

Q.  What  both  methods  ? 

A.  Both  reproduction  cost  and  actual  cost. 

Q.  But  I  am  putting  a  case  to  you  where  the  actual  cost 
is  not  to  be  ascertained ;  the  books  are  down  at  the  bottom  of 
the  sea. 

A.  Then  you  could  have  an  estimated  actual  cost.  That 
is.  you  could  take  an  inventory  of  the  property  and  the  time 
at  which  each  unit  was  put  in  place — and  most  electrical  prop- 
erty is  not  so  very  long-lived — and  then  take  the  cost  of  labor 
and  materials  at  the  time  that  these  various  items  were  put 
into  the  property,  and  estimate  the  actual  cost  that  has  gone 
into  the  property. 

By  Mr.  Marye  :— 

Q.  Then,  as  you  say  that  you  have  no  knowledge  of  the 
actual  conditions  of  the  books  of  public  service  corporations, 
but  only  have  information  in  regard  to  them,  do  you  not  think 
that,  under  your  theory,  it  would  be  necessary  to  reconstruct 
the  books  of  any  given  public  utility,  in  order  to  estimate  even 
the  probable  actual  cost  of  the  various  items  of  the  property? 

A.  I  do  not  think  it  would  be  necessary  to  reconstruct 
the  books.  A  very  clear  statement  on  that  subject  is  made  by 
Hammond  V.  Hayes,  consulting  telephone  engineer,  in  which 
he  shows  the  necessity  of  determining  the  actual  cost,  and  ex- 
plains how  it  may  be  secured.     I  can  read  that  extract. 

Mr.  French  :  Hammond  V.  Hayes  was  an  engineer  at 
one  time  of  the  American  Telephone  &  Telegraph  Company. 

Mr.  Swayze  :  Chief  engineer  at  one  time  of  the  Ameri- 
can Telephone  &  Telegraph  Company,  and  he  is  not  working 
for  them  at  the  present  time,  nor  was  he  working  for  them 
at  the  time  he  wrote  the  book.  I  think  that  clears  up  all  the 
points  you  have  in  mind. 
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By  Mr.  Swayze: — 

Q.  But  has  that  theory  of  Mr.  Hayes  ever  been  accepted 
by  a  commission  or  by  a  court? 

A.  I  think  that  certain  of  the  commissions  are  tryin^,'  to 
work  on  that  theory. 

O.  No,  but  has  it  ever  been,  to  your  knowledge? 

A.  I  do  not  know  that  it  has. 

O.  You  are  acquainted  with  the  Interstate  Commerce 
Commission  system  of  accounting? 

A.  Somewhat. 

O.  Did  not  the  First  District  Commission  of  Xew  York 
ado])!  the  Interstate  Commerce  Commission's  system  of  ac- 
counting? 

A.  With  some  modifications. 

O.  With  very  few  modifications? 

A.  Yes. 

O.  And  would  it  not  be  necessary,  in  onler  to  conform 
to  the  Interstate  Commerce  Commission  system  of  accounting, 
to  re-write  the  books  as  to  capital  and  expense  items,  in  order 
to  make  the  books  as  to  the  specific  items  of  property  in  ac- 
cord with  the  books  as  they  are  kept  under  the  orders  of  the 
Commission,  pursuant  to  the  system  put  out  called  the  Inter- 
state Commerce  System  of  Accounting? 

A.  It  might  in  some  cases. 

O.  Is  it  not  a  fact  that  it  would  have  to  be  done? 

A.  I  do  not  think  that  it  would  call  for  a  re-writing 
of  the  books.  I  think  it  would  call  for  a  careful  examination 
of  the  books,  a  careful  examination  of  the  items  that  were 
purchased,  with  a  view  to  seeing  whether  all  the  costs  were 
included  in  the  costs  that  were  entered  on  the  books. 

By  Mr.  Marye: — 

Q.  Does  that  system  of  accounting  require  the  tagging 
of  each  item  of  property  of  the  telephone  company  ? 

A.  It  does  not. 

O.  Then,  in  order  to  find  at  any  time  what  any  item 
of  property  has  actually  cost,  would  you  not  have  to  recon- 
struct your  books,   if   they   are   now   kept  according  to   the 
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standard  system  as  required  by  the  Interstate  Commerce 
Commission? 

A.  I  do  not  think  it  would,  any  more  than  it  requires 
a  re-writing  of  the  books  in  order  to  determine  the  age  of 
the  items  that  are  now  in  place,  under  your  reproduction 
theory. 

Q.  But.  leaving  out  the  age,  I  am  speaking  now  of 
your  theory  of  original  cost.  How  could  you  apply  your 
system  of  ascertaining  the  actual,  original  cost  of  a  com- 
pany that  is  operating  under  the  standard  system  of  ac- 
counts, which  does  not  prescribe  the  tagging  of  the  various 
elements  of  property  that  go  into  it,  without  reconstructing 
those  books  so  kept? 

A.  I  think  the  way  you  would  do  would  be  to  study  the 
accounts  and  secure  what  light  you  could  concerning  the 
actual  costs  that  had  gone  into  the  property.  You  would 
not  have  to  re-write  the  books. 

Q.  A\'ould  not  that  necessitate  a  reconstruction  of  the 
accounts? 

A.  I  do  not  think  so. 

O.  How  would  you  then  tag  any  of  the  properties, 
which  you  say  is  necessary  to  be  done  to  find  their  specific 
original  cost?  The  books  now  are  not  kept  so  as  to  show 
that:  how  would  you  find  that? 

A.  You  would  have  to  inventory  the  property,  of 
course. 

Q.  But  how  would  that  enable  you  to  find  the  original 
cost? 

A.  Inventory  the  property,  and  you  would  have  to  de- 
termine the  age  of  the  property. 

O.  How  was  that? 

A.  You  would  determine  what  year  that  property  was 
purchased  in. 

O.  How  could  you  do  that,  if  you  had  not  a  record? 

A.  If  you  knew  the  age,  you  would  know. 

O.  How  could  you  know  the  age  if  you  did  not  have  a 
record  of  the  date  of  its  purchase? 

A.  You  would  know  the  age  in  the  same  way  that  you 
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have  lo  fmd  llic  cii;c  in  dcterniininj^  the  accrued  deprecia- 
tion.    You  find  the  ai;e  of  every  portion  of  the  property. 

Q.  I  am  g'oing-  back  now,  not  to  depreciation,  but  to 
the  orisi^inal  cost  of  the  property  itself.  How  could  you 
find  that  unless  you  knew  the  date  of  its  purchase,  and 
that  date  does  not  appear  in  the  system  of  accounts? 

A.  I  do  not  see  that  there  is  very  much  difficulty  in 
determining  the  approximate  date  of  purchase  of  the  various 
items  that  are  now  in  use. 

Q.  Then,  in  addition  to  estimating,  you  would  have 
to  approximate  the  age  of  the  property? 

A.  No  more  than  you  do  under  the  reproduction 
method. 

O.  You  do  not  have  to  approximate  that  in  the  repro- 
duction method? 

A.  If  you  determine  the  accrued  depreciation  under  the 
reproduction  method,  you  do. 

Q.  You  are  not  speaking  of  that,  you  are  speaking  of 
determining  the  cost,  either  the  original  cost  or  the  repro- 
duction cost. 

By  Mr.  French  : — 

Q.  The  same  difficulty  would  occur  in  both  cases, 
would  it  not? 

A.  As  I  see  it.     I  cannot  see  anv  difference. 

By  Mr.  Marye:  — 

O.  Then  as  to  both  you  would  have  to  reconstruct  the 
accounts  as  they  appear  on  the  books? 

A.  I  do  not  think  you  do. 

Q.  As  to  the  overhead,  the  difficulty  about  applying  the 
overhead  percentages  under  the  reproduction  theory,  about 
which  you  have  testified,  what  did  you  have  in  mind  by  over- 
head? 

A.  All  engineering,  superintendence,  interest  during  con- 
struction, discount  on  bonds. 

Q.  Let  us  take  engineering.  What  is  the  difficulty  about 
finding  the  overhead  engineering? 
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A.  I  do  not  see  how  you  can  estimate  the  overhead  for 
engineering  without  a  basis  of  actual  cost. 

O.  Have  you  not  actually  in  the  books  of  the  company 
the  actual  expenses  for  a  period  of  years  for  engineering? 

A.  If  the  reproduction  overhead  cost  is  based  upon  the 
actual  costs  appearing  in  the  books,  I  think  that  is — 

Q.  Is  it  not  always  so  in  cases  you  have  known? 

A.  No,  it  is  not. 

Q.  Do  you  happen  to  know  how  it  was  done  in  this  case? 

A.  No,  I  do  not. 

O.  If,  for  a  period  of  one  or  two  years,  you  knew  the 
annual  costs  of  the  Engineering  Department,  and  you  knew 
what  the  construction  during  that  period  was  and  what  the 
total  expenditures  of  the  company  were,  could  you  not  pro- 
rate the  costs  of  the  Engineering  Department  as  between  con- 
struction and  expenses? 

A.  It  would  furnish  a  good  basis. 

Q.  Would  it  not  be  actually  correct? 

A.  Yes. 

Q.  What  is  the  difficulty  about  it? 

A.  It  would  be  using  the  actual  cost  method  to  determine 
your  reproduction  cost. 

Q.  Then,  if  your  overheads  in  any  given  case  are  ascer- 
tained in  that  way,  you  have  no  criticism  to  make  of  it? 

A.  No. 

Q.  Does  that  apply  to  all  the  elements  of  overhead  that 
you  include  under  overhead? 

A.  Yes.  If  the  elements  of  overhead  are  based  upon  the 
actual  costs  of  the  company,  I  should  think  that  they  could  be 
determined  just  as  easily  as  the  actual  costs  on  which  they  are 
based. 

Q.  Would  you  not  assume  that  you  could  get  those  for 
at  least  a  year  or  two  years  in  any  company? 

A.  I  should  think  so. 

Q.  If  the  overhead  based  on  those  actual  facts  were  used, 
you  would  have  no  criticism  to  make  of  that? 

A.  No. 

O.  Even  if  they  were  applied  in  this  theory  of  reproduc- 
tion, of  which  you  do  not  entirely  approve? 


147Sci  Kobcrt   II.   W'hittcn. 

A.  That  is  correct. 

Q.  How  would  you  figure  your  overheads  under  your 
theory?  Would  you  set  up  an  appraisal  based  on  the  direct 
costs  of  the  various  elements,  what  are  commonly  called  unit 
costs,  and  then  to  them  ai)ply  overhead  j)ercentages? 

A.  That  would  depend  upon  how  the  books  of  the  com- 
pany had  been  kept  and  what  information  was  available.  If 
the  books  of  the  company  included  the  overhead  charye>.  that 
would  be  easy.  If  you  only  knew,  as  you  stated  you  usually 
know,  the  overhead  charges  for  a  few  years  back,  that  over- 
head expense  could  be  taken  to  estimate  the  actual  overhead 
expense. 

Q.  Suppose  in  a  company  that  the  engineering  expense  in 
the  back  years  had  been  treated  as  an  annual  expense,  and 
none  of  it  carried  to  construction,  and  you  were  subsecjuently 
endeavoring  to  find  the  original  cost  of  those  items.  What 
would  you  do  with  the  element  of  engineering?  Would  you 
put  it  in  as  an  overhead  on  construction,  or  would  you  leave 
it  in  expenses? 

A.  You  mean  if  it  had  been  charged  to  operating  ex- 
penses ? 

O.  Yes,  in  all  the  back  years. 

A.  That  takes  up  the  entire  question  of  treatment  of 
earnings,  betterments  out  of  earnings. 

O.  If  you  ascertain  the  original  cost,  to  get  the  original 
cost  of  that  property,  what  would  you  do  with  the  engineer- 
ing? 

A.  It  should  be  included,  I  think — 

O.  In  the  construction,  and,  in  order  to  include  it  in  the 
construction,  would  you  not  have  to  reconstruct  the  books  back 
all  those  years,  if  it  had  been  treated  as  current  operating 
expense  ? 

A.  You  would  to  that  extent,  that  you  would  add  it  to 
your  book  costs. 

O.  In  the  cases  that  you  have  examined  and  the  statistics 
or  data  that  you  have  tabulated  in  connection  with  the  New 
York  Commission,  to  form  a  basis  for  the  book  that  you  wrote, 
how  many  of  the  companies  that  you  found  had  in  fact  kept 
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their  books  by  the  same  consistent  method  throughout  a  long 
period  of  years? 

A.  I  liave  no  experience  to  base  a  statement  of  that 
kind  on. 

Q.  Did  you  not  find  innumerable  references  to  cases  where 
they  had  not  been  so  kept? 

A.  Undoubtedly. 

Q.  \\'hat  you  have  just  said  as  to  engineering  expense 
would  apply  to  all  the  other  various  items  that,  under  the 
present  standard  s}-steni  of  accounting,  are  considered  to  be 
properly  construction  expenditures  and  not  operating  ex- 
penses ? 

A.  If  you  are  trying  to  get  at  the  actual  cost,  the  total 
cost  new  of  the  investment,  yes. 

O.  In  direct  examination  you  spoke  of  the  difficulty  in 
ascertaining  the  reproduction  cost  new  of  a  trans-continental 
railway  from  New  York  to  San  Francisco ;  I  think  you  said 
the  impossibility  ? 

A.  It  is  not  an  impossibility,  but  it  would  be  too  expensive 
to  determine  the  reproduction  cost  of  a  road  that  would  repro- 
duce the  service  in  the  most  efficient  manner.  That  would  re- 
quire surveys  of  the  entire  route  and  would  require  enormous 
engineering  expenses. 

O.  According  to  your  idea  as  to  what  the  advocates  of 
cost  to  reproduce  mean  thereby  ? 

A.  No,  not  according  to  what  the  advocates  of  the  cost  to 
reproduce  mean  thereby,  but  according  to  the  strict  interpre- 
tation of  the  reproduction  method. 

O.  You  understand  what  the  Interstate  Commerce  Com- 
mission, under  the  Adamson  Act.  are  now  trying  to  do  for  all 
the  railroads  of  this  country? 

A.  I  do  not  know. 

O.  Do  you  or  not  know  whether  that  Act  requires  them 
to  find  the  reproduction  value  new  of  all  the  railroads  in  this 
country,  and  all  other  public  utilities? 

A.  Yes.    I  suppose  that  is  so. 

O.  And  the  Interstate  Commerce  Commission  is  now 
endeavoring  to  do  that  thing? 

A.  Yes. 
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By  Mr.  Swayze: — 

Q.  Would  your  position  as  to  the  treatment  of  a  prop- 
erty be  changed  by  the  fact  that  there  was  a  competitive 
situation  and  not  a  monopoly? 

A.  I  think  it  would  require  a  different  statement  of 
the  theory  of  fair  value  in  the  case  of  competition. 

Q.  In  what  way  would  it  require  a  different  statement 
of  the  theory  of  fair  value? 

A.  Because  it  seems  to  me  that  the  theory  of  regulating 
a  virtual  monopoly — the  theory  of  regulation  is  usually 
based  upon  the  regulation  of  a  virtual  monopoly. 

O.  If  in  the  State  of  Pennsylvania  there  is  not  a  mon- 
opoly, and,  under  the  Constitution  and  laws  of  Pennsyl- 
vania there  cannot  be  a  monopoly  in  the  telephone  busi- 
ness, would  you  then  change  your  theory  of  fair  value? 

A.  I  used  the  term  "virtual  monopoly,"  not  "legal  mon- 
opoly." 

O.  Virtual  monopoly  means  what,  to  your  mind? 

A.  Means  that  a  particular  portion  of  the  community 
has  to  secure  its  service  from  a  particular  company,  or  at 
least  to  patronize  one  or  both  companies. 

O.  If  it  had  to  patronize  both  companies,  it  would  not 
be  a  virtual  monopoly  under  any  conception,  would  it? 

A.  I  think  it  would,  if  you  have  to  take  the  service  of 
both  companies  in  order  to  secure  an  adequate  service. 

By  Mr.  Marye  :— 

O.  Which  company  would  be  a  monopoly  under  those 
circumstances? 

A.  Both  would  be  a  virtual  monopoly. 

By  Mr.  Swayze  : — 

O.  Then  your  conception  of  a  virtual  monopoly  is  that 
someone  has  to  take  the  service  of  the  company? 

A.  Yes. 

O.  Then  if  there  were  half  a  dozen  companies,  each 
could  have  a  virtual  monopoly  in  a  given  place,  could  it? 

A.  I  would  consider  it  was  a  question  of  regulating 
virtual   monopoly   if  there   were   five  telephone   companies 
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in  a  place  and  the  consumers  generally  thought  it  neces- 
sary to  take  the  service  of  all  in  order  to  have  adequate 
service. 

Q.  You  mean  all  the  consumers  or  part  of  the  con- 
sumers? 

A.  A   considerable   portion   of  the   consumers. 

Q.  And   each   would  have   a  virtual   monopoly? 

A.  I  would  define  it  so,  yes. 

By  Commissioner  Wright: — 

Q.  If  that  is  your  definition  of  monopoly,  I  would  like 
to  know  what  your  definition  is  of  competition? 

A.  I  should  think  that  it  would  be  where  the  con- 
sumers were  free  to  take  the  service  or  leave  it.  Of  course, 
there  are  all  degrees  of  competition  and  all  degrees  of  mon- 
opoly, and  they  verge  into  each  other.  I  do  not  think  you 
can  make  a  hard  and  fast  definition  that  will  distinguish 
between  the  two. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

O.  I  suppose  it  would  be  a  monoply  if  there  was  one 
and  it  had  control  of  the  business? 

A.  Yes. 

Q.  And  there  was  no  other  means  of  supplying  what 
was  needed,  that  would  be  a  monopoly? 

A.  Yes. 

Q.  When  you  talk  about  a  virtual  monopoly,  I  take  it 
if  there  were  two,  and  only  two,  you  would  call  that  a 
virtual  monopoly ;  if  they  had  absolute  control  of  the  busi- 
ness and  nobody  interfered  with  them,  that  is  an  absolute 
monopoly,  or  it  is  what  you  would  call  an  approximation 
to  it;  is  that  it? 

A.  Yes. 

By  Mr.  Swayze  : — 

O.  If,  in  a  given  town  in  the  State  of  Pennsylvania, 
there  was  a  Bell  telephone  compau}^  and  an  opposing  tele- 
phone company,  and  the  opposing  telephone  company  had 
the  large  majority  of  the  business  and  the  business  of  the 
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Bell  company  was  slowly  (hvindlinc:^  away,  would  you  say 
the  Bell  comi)any  had  a  virtual  monopcjly  in  that  town? 

A.   I  should  think  not. 

Q.  If,  on  the  other  hand,  in  a  city  like  Pittsburgh,  there 
were  two  companies,  one  ofifering"  service  at  a  lower  rate 
than  the  other,  which  company  then  would  have  a  monopoly, 
or  would  they  both  have  a  virtual  monopoly? 

A.  I  think  in  considering'  the  telephone  business  that 
you  would  concede  that  the  telephone  business  is  naturally  a 
virtual  monopol}'. 

O.  You  believe  that  the  telephone  business  is  naturally 
a  monopoly? 

A.  A  virtual  monopoly,  yes. 

Q.  You  are  a  believer  in  one  telephone  system  ?  I  want 
to  get  a  point  we  can  agree  on  perfectly. 

A.  I  would  prefer  it. 

O.  Now  if  there  were  in  200  towns  in  Pennsylvania 
competition  with  the  Bell  telephone  system,  would  you  say 
that  the  Bell  telephone  then  had  a  virtual  monopoly  in  the 
State  of  Pennsylvania? 

A.  I  would  say  that  it  had  a  virtual  monopoly  to  a  very 
large  extent. 

O.  And  if  in  some  towns  they  were  getting  the  worst  of 
the  competition  and  in  other  towns  they  were  getting  the 
best  of  the  competition,  what  would  you  have  to  say  as  to  the 
monopolistic  condition  of  things? 

A.  That  would  be  rather  difficult. 

0.  Then  you  do  not  think  that  the  existence  of  compet- 
ing telephone  companies  in  the  State  of  Pennsylvania  would 
carry  out  the  intent  of  the  Constitution  to  continue  competi- 
tion in  Pennsylvania,  do  you? 

A.  I  do  not  understand  what  the  law  of  Pennsylvania  is. 

O.  That  competition  and  a  virtual  monopoly  can  go 
haiid  in  hand? 

A.  As  I  said,  they  seem  to  merge  into  each  other.  It  is 
hard  to  draw  the  line  between  them.  I  think  you  would  have 
to  decide  each  particular  case,  perhaps. 

O.  In  what  way.  under  the  conditions  that  I  have  de- 
scribed  in   my   question,   of  there  being,   say  200  towns   in 
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Pennsylvania,  including  the  large  cities,  where  there  is  a 
condition  of  competition,  would  you  vary  your  theory  of 
fair  value  as  expressed  in  your  direct  testimony? 

A.  I  have  not  considered  the  application  of  fair  value  to 
a  specific  case  of  that  kind. 

O.  Why  should  it  make  any  difference  whether  there  is 
competition  or  not,  as  to  the  correctness  of  your  theory  of 
fair  value  ? 

A.  If  there  were  really  competition,  so  as  to  determine 
prices,  there  would  be  no  need  for  regulation. 

O.  Prices  would  be  determined  if  two  companies  were 
operating  and  both  competing  for  the  same  business,  would 
they  not? 

A.  Not  necessarily.  . 

Q.  To  a  greater  or  less  extent? 

A.  Yes. 

O.  To  a  considerable  extent  ? 

A.  They  might  be. 

O.  Why  should  that  condition  in  any  way  affect  the  base 
of  value  which  this  Commission  should  consider  in  determin- 
ing rates? 

A.  I  would  only  say  as  to  that,  that  the  opinions  that  I 
have  expressed  relate  specifically  to  the  case  of  a  virtual 
monopoly. 

O.  What  difference  does  it  make,  in  arriving  at  the 
value,  or  the  cost  of  a  property,  whether  there  is  a  monopoly 
or  not  ? 

A.  I  would  like  to  consider  that  in  reference  to  the 
particular  case. 

O.  Have  you  ever  considered  it  before  to-day  in  refer- 
ence to  a  condition  such  as  I  have  described,  existing  in 
Pennsylvania  ? 

A.  I  have  considered  it  somewhat,  but  I  would  not  care 
to  express  an  opinion. 

O.  Why  are  you  trying  to  obtain  a  base? 

A.  A  base  for  fair  value? 

Q.  Yes. 

A.  It  seems  to  me  that  it  is  desirable,  from  the  stand- 
point of  the  public  and  the  standpoint  of  the  investor.     The 
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investor  wants  to  know  what  he  is  going  to  be  allowed  a  return 
on,  whether  it  is  the  actual  cost,  or  the  reproduction  cost ; 
whether  he  is  to  be  allowed  a  return  upon  what  he  puts  into 
the  property  or  upon  something  more  or  less  than  what  he  has 
put  into  the  property,  and  the  public  is  interested  because  if 
there  is  any  bad  risk,  owing  to  the  fluctuations  of  the  rates  of 
charge,  or  fluctuations  owing  to  the  risks  of  the  business,  that 
will  be  reflected  in  the  rates  of  charge,  and  the  greater  the 
risks  of  the  business  the  larger  the  rate  of  return,  necessarily. 

O.  In  the  last  analysis,  are  you  not  trying  to  obtain, 
whether  you  use  the  reproductive  cost  method  or  the  original 
cost  method,  a  base  which  will  be  fair  both  to  the  company 
and  the  public? 

A.  Certainly. 

Q.  And  is  not  that  based,  on  any  theory  that  you  under- 
take, upon  what  it  would  cost  to  put  that  property  there? 

A.  What  it  would  cost  in  the  future? 

Q.  No,  cost  now  to  put  the  property  there. 

A.  I  think  not  necessarily.  I  think  that  the  normal  natural 
base,  if  you  are  trying  to  devise  a  system  that  would  govern 
the  relations  between  the  public  and  the  utility,  as  regards 
the  future.  I  think  you  would  naturally  take  the  actual  invest- 
ment. 

Q.  If  the  actual  cost  of  the  property  exceeded  by  a  very 
large  amount  what  it  would  now  cost  to  put  the  property  on 
the  ground,  would  you  take  the  actual  cost? 

A.  You  should,  yes. 

O.  You  always  would  do  it,  regardless  of  the  result? 

A.  Yes. 

Q.  If  particular  units  of  property  had  changed,  so  that 
the  same  service  could  be  supplied  by  a  unit  of  property  at  a 
lower  cost  than  in  the  old  company,  what  would  you  do  with 
that  under  your  theory? 

A.  All  of  the  cost  of  keeping  the  property  up,  should,  of 
course,  be  paid  for  out  of  the  earnings  as  a  part  of  the 
depreciation  allowance,  and  that  would  be  an  operating  ex- 
pense to  keep  the  property  up  to  full  efficiency. 

Q.  If  there  was  a  great  improvement  in  the  art,  which 
could  be  installed  at  a  lower  expense  than  the  same  service 
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was   performed   before   that    discovery,   what   would   you   do 
with  that  unit  of  property  ? 

A.  That,  of  course,  would  result  in  a  great  depreciation, 
that  is,  in  functional  depreciation,  and  should  be  provided  for 
in  the  reserves  for  depreciation.  If  it  had  not  been  provided 
for  in  the  reserves  for  depreciation  under  the  actual  cost 
method,  the  company  ought  to  have  an  opportunity  to  provide 
for  it  in  the  future  out  of  earnings. 

By  Mr.  Marye  : — 

O.  Would  you  capitalize  that  under  those  conditions? 

A.  I  think  there  you  would  have  to  take  each  particular 
case.     Ordinarily  it  would  not  be  a  good  plan  to  capitalize  it. 

O.  ^^'hat  would  be  fair,  under  your  theory,  to  do  with 
it  under  those  conditions,  where  the  company  has  no  money 
in  its  reserve? 

A.  You  mean  on  what  basis  would  it  be  allowed  a  return? 

Q.  For  the  future,  yes. 

A.  It  might  be  allowed  a  return  on  the  old  base,  but  with 
a  sufficient  provision  for  making  up  the  deficiency. 

O.  You  would  have  to  raise  your  rate? 

A.  You  undoubtedly  would. 

Q.  Then  you  would  not  base  it  on  the  original  cost? 

A.  I  think  you  would. 

Q.  You  would  not  have  the  same  rate  on  the  original  cost  ^ 
You  mean  you  would  allow  a  higher  rate  of  return  on  the 
original  cost,  under  your  position? 

A.  I  meant  you  would  have  to  raise  your  rate  of  charge, 
perhaps,  in  order  to  provide  for  that. 

By  Mr.  Swayze  : — 

O.  How  would  you  write  in  the  item  of  property ;  into 
capital? 

A.  It  would  probably  be  in  suspense  account,  to  be  written 
oft"  in  the  future. 

Q.  If  it  was  written  oft'  in  the  future,  where  would  you 
get  the  money  to  write  it  oft'  with  ? 

A.  Out  of  earnings. 

Q.  And  the  earnings  would  come  out  of  the  rates? 
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A.  Yes. 

Q.  So  that  you  would  provide  for  by  raising  the  rates? 

A.  Yes. 

By  Mr.  Marye  : — 

Q.  Then  you  would  not  get  that  stability  of  rates  about 
which  you  were  speaking  as  one  of  the  great  reasons  for  tak- 
ing the  original  cost  theory?  You  have  there  a  fluctuation  of 
charges  to  the  public. 

A.  You  would  have  the  same  fluctuation  you  had  under 
the  reproduction  method.  Instead  of  increasing  rates,  you 
would  have  to  reduce  rates. 

Q.  But  confine  yourself  to  your  own  theory.  You  would 
have  the  fluctuation  there,  would  you  not? 

A.  Yes,  you  would  have  that  fluctuation. 

O.  Then  in  that  instance  you  would  not  get  that  stability 
of  charge  that  you  spoke  of  as  one  of  the  potent  reasons  for 
your  selection  of  the  original  cost  theory? 

A.  That  is,  that  the  original  cost  theory  h^d  some  ele- 
ments of  stability  that  the  reproduction  theory  did  not  have. 

By  Mr.  Swavze: — 

Q.  Did  I  understand  that  your  position  is  that  the  original 
cost  theory  should  be  controlling  in  arriving  at  the  base  for 
the  making  of  rates? 

A.  I  think  that  the  original  cost.  or.  as  I  call  it.  the 
actual  cost  method,  is  the  best  single  method  of  determining 
fair  value  for  rate  purposes. 

Q.  Would  you  give  any  consideration  to  any  other  ele- 
ments in  arriving  at  your  base,  if  you  were  charged  with  the 
responsibility  of  making  rates? 

A.  I  would  certainly  obtain  the  reproduction  cost,  if  I 
could  obtain  it,  and  check  up  the  one  against  the  other. 

Q.  Would  you  not  take  every  element  that  is  laid  down 
in  Smyth  vs.  Ames  and  consider  all  of  them  ? 

A.  Undoubtedly,  in  deciding  a  case,  they  are  to  be  taken 
into  consideration. 

Q.  And  is  it  not  necessary,  in  order  to  arrive  at  a  fair 
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value,  that  all  of  those  be  taken  into  consideration  and  each 
given  its  due  measure  of  v^'eight? 

A.  In  order  to  arrive  at  a  fair  value,  yes,  as  defined  by 
the  court. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

O.  You  would  regard  the  actual  cost  as  the  most  certain 
source  of  facts  that  you  could  get? 

A.  Yes. 

O.  Then  you  would  look  at  such  other  information  as 
you  had  to  reach  the  conclusion;  is  that  it? 

A.  Yes,  and  such  other  information  as  the  courts  re- 
quire you  to  look  at. 

By  Mr.  Swayze  : — 

O.  You  would  give  those  other  elements  consideration? 
A.  Undoubtedly. 
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Edward  W.  Bemis,  recalled. 

By  Mr.  French  : — 

O.  Just  before  we  adjourned  at  luncheon,  I  asked  you 
concerning-  the  rate  of  depreciation  which  you  allowed  the 
Chicago  Telephone  Company,  and  you  said  that  you  were  not 
able  at  that  time  to  recall  the  exact  rate  of  depreciation  which 
you  allowed.  Can  you  tell  the  Commission  now  what  that 
rate  of  depreciation  was? 

A.  Yes.  It  was  unfolded  in  my  report,  and  more  fully 
described  on  page  121.  I  took  the  rate  used  by  Byllesby  and 
Arnold  in  their  appraisal,  which  was  4.228%i  of  the  entire 
properties,  including  land,  and  4.5%  without  the  land.  That 
was  based  on  a  composite  life  of  18.318  years  and  a  salvage 
of  22.542%.  It  was  copied  from  Byllesby  and  Arnold's  ap- 
praisal.    I  accepted  their  figures  on  that. 

O.  Explain  what  you  mean  by  working  capital  and  then 
tell  the  Commission  the  effect  of  that  explanation  on  the  pres- 
ent case. 

A.  Working  capital  can  be  divided,  and  usually  is,  into 
materials  and  supplies  on  hand,  and  into  other  elements.  The 
materials  and  supplies  on  hand  are  a  matter  of  appraisal, 
and  in  this  case  have  been  taken  at  about  half  a  million  dol- 
lars. The  company  has  taken  $2,250,000  for  the  other  ele- 
ments. Those  other  elements  may  be  determined  by  a  study 
of  the  balance  sheets  at  different  times,  with  a  view  of  deter- 
mining some  ratio  between  accounts  and  bills  receivable  and 
payable,  cash  on  hand,  cash  balances  and  so  on,  but  I  think 
the  method  is  not  very  helpful,  because  it  makes  the  deter- 
mination of  working  capital  depend  on  fluctuating  financial 
policies  of  the  company.  It  may  have  sold  a  good  many 
bonds,  on  account  of  the  favorable  state  of  the  market,  and 
may  have  the  money  awaiting  investment  in  some  construc- 
tion. It  mav  have  some  arrangements  with  a  holding  com- 
pany, or  otherwise,  by  which  it  will  need  comparatively  small 
balances.     It  mav  be  a  prosperous  company  or  the  reverse. 
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All  those  things  may  affect  its  attitude  toward  these  other 
matters  of  working  capital.  I  think,  therefore,  it  is  much 
better  to  follow  the  general  plan  which  the  Wisconsin  Com- 
mission follows  in  most  of  its  cases,  perhaps  all,  and  which 
I  followed  in  the  Chicago  telephone  case  and  in  many  others, 
and  that  is  to  assume  a  company  starting  on  the  first  day  of 
the  year  and  to  have  on  hand,  paid  for,  the  normal  amount 
of  materials  and  supplies,  and  consider  how  much  cash  it  will 
need  pending  the  beginning  of  its  collections.  This  is  too 
favorable  to  the  company  in  one  respect,  because,  as  a  matter 
of  fact,  a  portion  of  the  materials  and  supplies  are  always 
bought  on  credit,  frequently  on  10  to  30  days,  without  inter- 
est. The  company  is  frequently  getting,  therefore,  a  portion 
of  its  material  and  supplies  on  a  credit  for  which  it  pays 
nothing.  But  I  would  consider  the  matter  and  give  the  com- 
pany the  benefit  of  all  those  materials  and  supplies  on  hand, 
and  then  consider  what  additional  cash  it  would  need  for 
operating  expenses,  until  its  collections  assume  normal  pro- 
portions. Now  it  is  not  necessary  to  include  any  cash  ac- 
cumulating to  pay  dividends  or  interest  charges.  They  are 
a  return  on  the  investment,  earned  in  the  course  of  the  quarter 
or  the  six  months,  at  the  end  of  which  these  are  paid  out. 
Neither  is  it  necessary  to  consider  a  working  capital  at  the 
beginning  of  the  year  for  taxes.  That  is  an  operating  ex- 
pense, the  money  for  which  will  be  gradually  accumulated 
before  the  taxes  are  due.  But  it  is  necessary  to  cover  the 
ordinary  expenditures,  for  labor  particularly.  It  might  not 
be  necessary  to  include  the  expenditures  for  material,  since 
we  give  the  company  the  benefit  of  all  the  material  on  hand 
and  supplies  to  start  with,  but  I  think  w^e  may  take  the  entire 
operating  expenses  of  the  company,  including  purchases  of 
material  for  operation,  not  for  construction.  We  may  include 
them  all,  and  make,  therefore,  a  second  concession  to  the 
company.  I  consider  that  they  will  begin  to  get  their  returns, 
in  the  case  of  a  telephone  company,  during  the  current  month, 
because  some  of  their  collections  are  payable  in  advance.  Some 
charges  for  a  service  are  paid  during  the  month  in  which  the 
service  is  being  rendered,  but  the  bulk  of  it  not  until  the  10th 
day,  perhaps,  or  even  the  15th,  of  the  following  month.     But 
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by  that  time,  at  llic  end  of  a  month  and  a  half  from  the  first 
of  January,  the  company  is  receiving  the  collections  for  Janu- 
ary, on  the  average.  Therefore,  if  we  give  the  company  a 
working"  capital  ecjuivalent  to  its  operating"  expenses  for  a 
month  and  a  half,  or  an  eig"hth  of  the  year,  and  then  give  them, 
in  addition,  all  the  materials  and  supplies  on  hand  on  the 
average,  as  shown  by  their  inventories,  I  believe  we  are  treat- 
ing" them  fairly.  That  would  mean  in  this  case  about  a  million 
dollars  and  a  quarter  instead  of  two  millions  and  a  quarter 
for  cash  working  capital,  aside  from  materials  and  supplies. 
It  is  reached  for  1913  by  taking  the  total — 

By  Mr.  AIarve  : — 

O.  What  are  you  reading  from? 

A.  I  have  before  me  a  note  taken  from  page  279b  of 
your  bound  volume  of  exhibits,  which  is  Exhibit  3X,  and 
in  that  you  give  the  telephone  operating  expenses,  aside  from 
taxes,  as  $9,992,091.54.  There  are  a  few  other  expenses  be- 
sides taxes,  but  the  only  one  of  any  importance  other  than 
those  is  the  so-called  licensee  revenue,  or  the  four  and  a  half 
per  cent,  to  the  Bell  System,  which  was  that  year  $663,617.86, 
or  a  total  of  about  $10,650,000,  in  round  figures.  One-eighth 
of  that  is  about  $1,330,000.  For  the  previous  year,  on  which 
most  calculations  have  been  made,  the  year  1912,  where  the 
figures  are  brought  out  on  page  278b,  being  the  same  exhibit, 
the  total  expenses  are  given  as  $10,885,872.90.  That  included 
the  payment  to  the  Bell  company  and  all  other  expenses  and 
taxes.  Deducting  taxes,  $544,151.08.  would  leave  $10,341,722, 
and  I  think  it  is  fair  to  deduct  the  payment  to  the  Bell  com- 
pany, since  that  is  a  payment  on  the  gross  receipts,  and,  there- 
fore, is  a  payment  after  the  gross  receipts  come  in.  So,  de- 
ducting that  also,  we  get  $9,727,429.78,  and,  dividing  by  8, 
we  get  $1,215,728.72,  and  taking  out  the  payments  to  the  Bell 
company  of  the  percentage  on  gross  receipts,  we  get  for  the 
following  year  that  I  have  already  referred  to,  the  year  1913, 
$1,249,011.44.  So  $1,250,000,  or  just  about  a  million  dollars 
less  than  the  company  has  claimed,  would  cover  one-eighth 
of  the  year's  operating  expenses,  aside  from  taxes  and  the 
payment  to  the  parent  Bell  company,  and  I  would  consider 
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that,  in  addition  to  all  materials  and  supplies  on  hand,  a  fair 
working  capital. 

By  AIr.  French  : — 

O.  Have  you  ever  applied  that  actual  percentage,  or  fig- 
ures about  that  actual  percentage,  to  any  other  company? 

A.  It  is  exactly  what  I  applied  in  the  Chicago  case. 

Q.  In  other  words,  the  Chicago  company  is  now  working 
on  the  allowance  you  made  them? 

A.  Yes.  That  is,  I  did  not  fix  how  much  they  should 
keep,  I  do  not  control  their  operations,  but  I  fixed  my  rate  of 
return  on  the  basis  that,  in  their  capital  account,  they  were 
justified  only  in  earning  an  amount  which  I  allowed  at  6-}i%, 
on  a  certain  value,  including  one-eighth  of  the  operating  ex- 
pense, save  taxes,   for  cash  working  capital. 

Q.  Have  you  ever  made  any  study  of  the  Bell  company's 
policies  in  making  a  division  of  toll  and  long  distance  charges? 

A.  I  made  a  little  study  of  it  in  Chicago.  The  records 
were  not  in  good  shape,  for,  at  least  without  great  effort,  the 
company  could  not  give  those  charges  in  a  way  to  make 
them  useful.  I  believe  it  is  a  very  important  subject,  that 
needs  to  be  investigated  in  any  state,  in  order  to  fix  rates 
properly,  especially  where  you  are  considering  a  whole  state. 
I  think  the  toll  and  long  distance  charges  should  be  very  care- 
fully examined,  but  I  do  not  think  there  is  anything  in  the 
exhibits  or  testimony  here  that  enables  that  to  be  done. 

O.  Have  you  made  any  study  of  the  cost  of  money  to 
public  utility  companies,  and  have  you  anything  in  addition 
to  say  on  that  subject  to  what  was  said  this  morning? 

A.  Of  the  purchases  of  public  utility  bonds  by  the  insur- 
ance companies  making  returns  on  the  subject  to  the  District 
of  Columbia  for  1913,  amounting  in  all  to  a  par  value  of 
$17,148,327— 

The  Chairman  (Commissioner  Pennypacker)  :  Have 
we  anything  to  do  with  this  ? 

Mr.  French  :  This  is  on  the  rate  of  return.  Professor 
Bemis  has  already  testified  that  he  thinks  the  correct  basis 
for  a  rate  of  return  is  the  basis  which  will  attract  new  money 
to  the  property.     The  idea  of  this  question  is  to  show  on 
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what  basis  new  money  is  attracted  to  public  utility  properties. 
The  Witness:  I  will  merely  say,  correcting  that  last 
statement,  that  they  paid  $17,148,327  for  public  utility  bonds 
having  an  income  of  $827,720.  They,  therefore,  bought  on  a 
4.83%  basis,  a  litttle  less  than  5%. 

By  Mr.  Marye: — 

Q.  Do  your  figures  give  the  earnings  of  those  various 
utilities? 

A.  Yes.  I  have  the  number  of  bonds  that  paid  each  rate 
of  return. 

O.  Do  you  give  the  amount  of  interest  on  those  bonds 
of  each  utility? 

A.  Yes. 

O.  Does  it  give,  then,  the  earnings  of  each  utility? 

A.  Yes— not  the  earnings ;  it  gives  the  interest  on  these 
bonds  that  they  bought  at  those  prices.  It  gives  the  par  of 
the  bonds  they  bought. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

O.  \\'ho  bought? 

A.  That  the  insurance  companies  bought.  It  gives  what 
they  paid  for  the  bonds,  and,  therefore,  it  shows  what  rate  of 
return  they  were  willing  to  accept  for  their  investment ;  but  it 
does  not  give  the  profits  over  and  above  interest  on  the  bonds, 
that  the  companies  were  making. 

By  Mr.  Marye: — 

O.  It  does  not  give  the  rate  of  return  the  utilities  were 
making? 

A.  No,  it  shows  at  what  rate  the  bonds  were  sold.  That 
is  all  it  was  given  for,  that  the  bonds  of  the  public  utilities 
were  being  marketed  at  a  little  less,  are  being  sold  and  taken 
by  investors  at  a  little  less,  than  a  5%  return.  It  does  not 
discuss  the  stock  question  at  all. 

O.  I  did  not  want  to  interfere  with  the  examination.  I 
simply  wanted  to  know  if  you  had  those  facts  there? 

A.  I  have  not  the  similar  facts  with  regard  to  stock,  be- 
cause they  did  not  buy  anything  but  bonds.     Those  insurance 
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companies  listed  all  their  purchases  of  those  securities.  A 
good  many  insurance  companies  listed  with  the  Government 
the  past  year  what  they  had  bought  and  what  they  had  paid, 
and  I  took  all  their  purchases  of  public  utility  bonds  and 
classified  them  by  utilities,  and  reached  this  result,  of  which 
I  have  some  of  the  details  of  the  computation  before  me,  that 
the  investors — that  is,  the  insurance  companies,  who  were  the 
investors — netted  on  their  purchases  a  little  less  than  S%. 
They  were  willing  to  put  their  money  into  something  that 
netted  them  something  a  little  less  than  5%  for  bonds,  but 
that  does  not  mean  they  would  not  want  more  if  they  were 
buying  stock. 

Q.  Does  your  information  there  also  contain  what  it  cost 
the  utilities  in  selling  those  bonds? 

A.  No. 

By  the  Chairman   (Commissioner  Pennypacker)  : — 

Q.  Does  that  depend  at  all  upon  the  value  of  the  security? 

A.  Yes.  It  would  only  be  the  securities,  the  bonds,  of 
well  established,  conservative  companies  that  could  be  floated 
at  such  a  low  rate  of  interest. 

O.  Over  what  time  did  that  extend  ? 

A.  This  was  the  purchase  of  one  year,  1913. 

By  Mr.  Marye: — 

O.  Could  you  indicate  what  you  have  in  mind  by  well 
established  utilities  ? 

A.  In  a  general  way,  the  larger  and  older  companies, 
whose  securities  were  fairly  well  known. 

O.  What  gave  them  the  stability,  the  bonds? 

A.  I  suppose  the  fact  that,  for  a  long  number  of  years, 
they  had  been  doing  business  and  had  been  paying-  their  inter- 
est without  defalcation,  and  some  dividends  on  the  stock;  that 
they  were  thought  to  be  conservatively  managed. 

O.  In  other  words,  the  earnings  of  those  utilities? 

A.  The  earnings  did  have  a  weight,  undoubtedly.  If  it 
was  thought  that  the  interest  could  not  he  maintained,  there 
will  be  less  readiness  to  buy  them,  of  course.  I  assume  that 
the  insurance  companies  would  only  take  the  safer  bonds. 
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y.  What  gives  tlie  purchaser  that  assurance,  of  tlie  main- 
tenance of  the  interest? 

A.  The  past  history  of  the  company  with  regard  to  its 
having  always  paid  this  interest  when  it  was  due,  primarily, 
and  having  earned,  besides,  some  margin  of  safety,  which 
probably  went  in  part  for  dividends. 

Q.  About  what  margin  of  safety  ? 

A.  I  have  not  the  data  here.  \  have  seen  the  data  that 
is  often  collected  on  the  subject.  I  do  not  think  that  the 
amount  is  the  same  in  these  companies.  It  varies  very  greatly, 
how  much  the  earnings  are  above  the  bond  interest,  but  prob- 
ably the  earnings  are  as  much  again  as  the  bond  interest  on 
most  of  these  companies.  In  other  words,  the  bond  interest 
would  not  absorb  probably  quite  half  of  the  net. 

O.  The  earnings,  then,  of  those  companies  would  be 
probably  at  least  twice  the  bond  interest? 

A.  I  believe  so. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

O.  Does  that  mean  that  you  think  a  little  less  than  5% 
would  l)e  a  fair  return  for  this  corporation? 

A.  No.  It  seems  that,  in  considering  a  return,  we  have 
the  right  to  consider  a  corporation  financed  in  an  up-to-date 
method,  as  we  have  the  right  to  consider  that  it  has  up-to- 
date  machinery  or  apparatus.  Now  an  up-to-date  method  is 
to  take  advantage  of  the  fact  that  many  wish  to  buy  bonds  at 
a  low  rate  of  interest ;  others  prefer  a  more  speculative  stock, 
which  may  be  higher,  but  there  is  more  risk  in  it.  I  assume, 
therefore,  that  the  company  would  probably  have  well  nigh 
on  toward  half  of  its  securities  in  the  form  of  bonds  at  5%. 
If,  then,  one  were  considering  that  stock  ought  to  earn  8%, 
that  would  mean  an  average  return  of  only  GjA  on  the  whole — 
5  for  half  of  it  and  8  for  the  other  half. 

By  Commissioner  Wright: — 

Q.  Do  you  mean  earn  8,  or  declare  an  8%  dividend? 

A.  Earn  8  and  declare  perhaps  7,  having  a  little  for  sur- 
plus. That  would  be  still  the  eight  and  the  half  between — 
6y2.     That  the  profit  should  be  6J/2  would  give  the  bonds  5. 
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give  the  stock  7  and  allow  another  1%  on  the  stock  to  go  into 
surplus. 

O.  If  this  stock  was  earning  9%,  would  not  the  bonds 
sell  for  nearer  4,  rather  than  a  stock  earning  only  7%,  with 
the  bonds  selling  at  a  higher  rate? 

A.  Everything  else  being  equal,  I  should  think  you  are 
right,  but  many  other  things  enter  into  it.  For  example,  the 
extent  to  which  the  physical  property  comes  well  up  toward 
the  rate  on  which  they  are  earning,  has  its  bearing,  because 
the  tendency  more  and  more  is  to  force  corporations  down  to 
a  return  on  their  actual  investment  in  physical  property. 
Where  it  is  already  down  near  to  that  point  and  is  still  earn- 
ing a  good  sum,  it  has  a  greater  security  for  the  investor  than 
if  it  has  very  little  to  show. for  the  stock  outstanding,  in  the 
shape  of  a  physical  investment. 

Bv  ]\Ir.  Marye: — 

Q.  Was  that  true  of  the  companies  for  whose  bonds  you 
have  gathered  that  information  ?  Have  their  earnings  been 
forced  down  to  a  return  on  their  actual  investment? 

A.  I  cannot  speak  from  personal  investigation  of  this 
particular  list,  but  the  tendency  has  been  more  and  more  all 
through  the  country  in  that  direction. 

O.  To  a  return  on  the  investment? 

A.  To  a  return  on  some  amount  which  can  be  sustained 
by  a  commission,  and  which  will  not  represent  any  very  raw 
amount  of  inflation. 

By  Mr.  French  :— 

O.  \\'ere  any  of  those  bonds  telephone  bonds? 

A.  Yes,  telephone  and  telegraph,  but  not  a  large  number. 

By  Mr.  :\Iarye:— 

Q.  Let  us  hear  the  telephone  bonds. 

A.  The  great  bulk  were  street  and  electric  railways 
There  were  some  gas,  a  million  and  a  half.  Here  is  the  tele- 
graph and  telephone  data  that  was  asked  for:  the  American 
Telephone  &  Telegraph  Company  four  and  a  half  per  cent. 
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bonds,  maturing  in  1933,  acquired  by  the  Berkshire  Life  In- 
surance Company,  at  Pittsfield. 

Q.  What  bonds  were  they? 

A.  l'"our  and  a  halfs,  maturing  in  1933. 

Q.  What  was  the  character  of  bond? 

A.  Par  value  $22,000,  book  value  $22,000,  cost  to  the 
company  exclusive  of  accrued  interest,  $22,000. 

O.  What  kind  of  a  bond  was  it? 

A.  All  that  I  note  here  is  that  it  was  a  four  anrl  a  half 
per  cent,  bond  maturing  in  1933. 

Q.  Do  you  happen  to  know  what  bond  that  was? 

A.  No. 

Q.  Do  you  know  that  that  is  a  convertilile  bond,  converti- 
ble into  stock  at  a  certain  figure? 

A.  I  do  not  know.     I  did  not  make  any  note  of  that. 

Mr.  Marye:    That  is  a  fact. 

The  Witness  j  Then  the  next  bonds  were  the  Mutual 
Union  Telegraph  Company  first  mortgage  extended  fives,  ma- 
turing in  1941.  The  Metropolitan  Life  Insurance  Company 
bought  5,000  of  them  for  $5,075,  and  the  New  York  City  In- 
surance Company.  I  believe  it  is,  bought  11,000  of  them  for 
$11,165. 

O.  What  kind  of  a  bond  was  that? 

A.  And  I  have  some  more  purchases  of  the  same. 

O.  What  kind  of  a  bond  was  it? 

A.  All  I  have  noted  here  in  any  case  is  the  time  when 
the  bond  was  bought.  I  can  give  you,  if  desired,  the  rate  of 
interest  and  the  date  of  maturity. 

Q.  Does  not  the  character  of  the  bond  have  something  to 
do  with  the  price? 

A.  Yes. 

Q.  Have  you  not  that  data? 

A.  I  have  not  that  data  here,  no. 

By  Mr.  Swayze: — 

Q.  Did  you  consider  that  data? 

A.  I  did  not  consider  that  data.  I  think  that,  taking 
those  bonds  in  the  large  group,  most  of  them  are  not  con- 
vertible into  stock.     There  mav  have  been  two  or  three  of 
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these  that  are,  but  most  of  them  are  not  bonds  convertible 
i-ito  stock.  That  is  an  exception  with  bonds,  and  of  the  four- 
teen or  fifteen  million  dollars  of  bonds  of  all  these  public 
utilities  there  is  very  little  convertible  into  stock. 

O.  Yes,  but  you  have  so  few  telephone  bonds,  I  thought 
it  might  be  interesting. 

A.  It  should,  perhaps,  have  been  noted.  I  will  say,  how- 
ever, that  there  was  no  special  difference  between  the  price 
that  the  investor  was  paying  for  telephone  and  telegraph  se- 
curities netting  any  particular  rate  of  interest,  than  what  he 
was  paying  for  any  other  public  utilities  netting  the  same 
rate. 

O.  But  the  conditions  may  have  been  entirely  different? 

A.  For  example,  $203,500  of  four  and  a  half  per  cent, 
telegraph  and  telephone  bonds  were  bought  for  $198,713.80, 
netting  4.6%,  and  $262,000  of  four  and  a  half  per  cent,  gas 
bonds  were  bought  for  $258,250,  netting  4.6%,  and  $120,000 
of  four  and  a  half  street  and  electric  railway  bonds  were 
bought  for  $112,182.50,  netting  the  investor  4.8%.  So  there 
was  such  a  great  closeness  between  them  that  I  did  not  stop 
to  investigate  the  particular  character  of  some  of  these  tele- 
graph and  telephone  bonds. 

By  Mr.  Marve  :— 

Q.  If  that  telephone  bond  was  convertible  into  stock  at 
132,  would  it  make  any  difference? 

A.  Is  that  true,  do  you  mean  to  say,  of  all  these? 

O.  I  ask  that  question,  would  that  have  anything  to  do 
with  it? 

A.  Yes,  it  would.  Then  there  were  some  Western  Union 
Telegraph  Company  four  and  a  half  per  cent,  bonds,  matur- 
ing in  1950.  I  have  several  different  purchases  of  those ;  by 
the  John  Hancock  Mutual  Life — 

Q.  Were  they  mortgage,  debenture,  convertible  bonds  or 
what  ? 

A.  I  did  not  make  note  of  that  information.  I  only 
made  note,  as  I  have  said  before,  of  the  rate  of  interest  and 
the  time  when  they  matured,  though  I  have  here  a  note  of 
one  of  your  convertible  four  and  a  halfs.     That  was  noted, 
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maturing  in  1933.  That  may  iiave  l^ecn  of  the  same  issue  as 
the  other. 

Q.  By  "our,"  you  mean  A.  T.  &  T.  bonds? 

A.  Yes. 

Q.  Not  bonds  of  the  Bell  of  Pennsylvania  or  The  Cen- 
tral District  Telephone  Company  ? 

A.  I  did  not  find  any. 

By  Mr.  Swayze  : — 

Q.  Didn't  they  consider  them  good? 

A.  I  do  not  know.  Perhaps  they  were  not  on  the 
market ;  I  do  not  kno^y.  The  New  England  Mutual  Life 
bought  $100,000  of  those  I  just  mentioned. 

The  Chairman  (Commissioner  Pennypacker)  :  Are  we 
not  getting  a  great  deal  of  material  that  has  not  much  bear- 
ing? 

By  Mr.  French  : — 

O.  Have  you  any  criticisms  to  ofter  of  the  development 
cost  as  produced  in  this  case? 

A.  Yes.  I  excluded  it  entirely  in  the  Chicago  telephone 
case,  as  not  an  actual  cost.  I  should  exclude  it  in  this  case. 
Taking  the  figures  as  they  are  here,  as  given  on  page  116, 
there  might  be  some  question  on  the  physical  property 
whether  the  overhead  had  been  quite  correctly  charged,  and 
I  gave,  in  the  telephone  company  case  in  Chicago,  about 
half  of  the  diflference  between  the  cost  of  the  physical  prop- 
erty and  its  reproduction  estimate  by  Byllesby  and  Arnold, 
but  I  excluded  entirely  questions  of  paving  that  had  been 
put  down  since  the  mains  were  laid,  or  conduits  in  this  case, 
and  the  development  cost,  which  is  another  form  of  going 
value,  I  believe,  very  largely — another  way  of  getting  at  it — 
and  a  study  of  this  history  convinces  me  that  the  profits 
have  been  sufficient  to  account  for  any  losses  that  there  may 
have  been.  In  fact,  there  is  a  table  here  in  the  exhibits  that 
shows  the  dividends  that  have  been  paid,  and,  even  in  the 
earlier  years,  they  were  very  fair.  There  was  a  question 
asked  this  morning  of  what  the  7%  straight  would  figure 
out  on  that  Wisconsin  method,  and  I  had  the  paper  in  my 
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room  at  the  hotel  at  that  time.  I  have  it  here  now,  and  it 
is  $55,223,217. 

Q.  Why  is  it  that  you  consider,  working  on  the  Wis- 
consin method,  an  allowance  of  8%,  7%  and  6%  for  10- 
year  periods  sufficient,  rather  than,  say,  an  8%  allow- 
ance all  through  ? 

A.  Because  the  company  was  a  stable  company  after 
the  first  ten  years — that  is,  after  1895 — had  been  for  more 
than  ten.  I  think,  and  investors  were  investing  on  a  basis  of 
7  and  6  in  those  periods  after  that.  Furthermore  we  are 
compounding  the  deficits,  which  is  very  different  from  a 
simple  average  return  of  7  or  6.  It  is  a  compound  preferred 
cumulative  investment. 

O.  Therefore,  by  the  AVisconsin  method  a  lower  rate  of 
return  would  work  out,  in  your  opinion,  more  properly  on 
account  of  the  compounding  of  the  deficit? 

A.  Yes. 

Q.  What  do  you  think  of  the  propriety  of  making  any 
allowance  for  promoters'  profits  in  a  rate  valuation  case,  such 
as  the  present  one? 

A.  \A'here  it  can  be  shown  that  there  were  costs  incurred. 
I  would  allow  them,  but  I  believe  in  all  that  we  should  stick 
pretty  close  to  what  the  facts  of  the  record  show  as  to  the 
expenses.  There  may  be  a  question  whether  some  little  dif- 
ferent apportionment  of  overhead  charges  on  the  books  should 
be  made,  some  estimate  made,  or  whether  we  should  take  some 
account  of  the  increased  cost  of  labor  and  material.  Although 
I  doubt  that,  yet  I  think  that  can  be  easily  conceded.  But 
where  Ave  come  to  those  large  items  where  we  see  no  trace  of 
them  on  the  books,  I  do  not  think  they  should  be  allowed. 

Q.  In  your  investigation  in  Chicago,  did  you  find  it  to  be 
a  fact  that  the  Chicago  Telephone  Company  pays  4^%  of  its 
gross  receipts  to  the  American  Telephone  &  Telegraph  Com- 
pany? 

A.  Yes. 

Q.  Do  you  understand  that  this  is  the  regular  practice  of 
Bell  companies  throughout  the  country  ? 

A.  Yes. 

Q.  Do  you  recall  whether  there  was  any  statement  made 
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in  this  case,  or  wlictlier  there  is  any  payment  shown  on  the 
exhibits,  of  this  charge? 

A.  Yes,  there  is. 

Q.  W\\\  you  tell  the  Commission  the  results  of  your 
studies  on  this  43^*/^.  payment  in  Chicago,  stating  what  items 
of  expense  it  was  alleged  to  cover  and  what,  in  your  opinion, 
is  the  propriety  of  this  allowance? 

A.  It  amounted  to  about  $1.75  a  telephone,  and  here  in 
this  company  it  amounted  to  $1.65  in  1911,  and  $1.61  in  1912 
and  1913,  as  easily  computed  from  the  number  of  stations 
January  1st  of  each  year,  from  which  I  got  the  average  num- 
ber of  stations  during  the  year,  and  from  the  payments  given 
on  pages  278-9  of  the  printed  volume  of  exhibits.  Now  there 
are  three  claims  that  the  company  advances  for  this  payment 
of  43^%  of  the  gross  receipts,  which  is,  as  I  say,  $1.61  a  tele- 
phone here.  One  is  that  they  furnish  the  transmitter,  the 
receiver  and  the  induction  coil  and  keep  them  in  repair.  This 
item  amounts  to  about  $2.80  for  the  cost.  I  believe  the  Bell 
company  sells  them  for  less  than  that,  in  large  lots. 

By  Mr.  Marye: — 

Q.  What  Bell  company  ? 

A.  The  Western  Electric  I  meant,  which  is  controlled  by 
the  Bell. 

By  Mr.  Swayze  : — 

Q.  That  is  when  they  sell  outright? 

A.  Yes. 

O.  They  do  not  keep  them  in  repair,  or  replace  them, 
or  keep  them  in  storage? 

A.  They  made  a  contract  with  the  City  of  Chicago 
some  time  ago  to  rent  them  for  50  cents  a  telephone  a  year 
and  keep  them  in  repair. 

By  Mr.  M.\rye: — 
O.  Who  did? 
A.  Either  the  Western  Electric  or  the  American  Bell. 

By  Mr.  Swayze  : — 

Q.  \\'as  it  not  the  Chicago  Telephone  Company  that  did 
that? 
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A.  Yes.  the  Chicago  Telephone  Company  made  the  con- 
tract. Now  a  profit  and  operating  expense  for  depreciation 
and  repairs  of  20%  on  that  cost  would  be  less  than  60 
cents  a  telephone.  There  is  a  further  claim  that  the  com- 
pany makes,  that  they  furnish  the  Pupin  coil,  which  is  a 
patented  device  of  importance  in  long  distance  transmis- 
sion. 

By  Mr.  Marye  : — 

Q.  To  what  company  do  you  refer?  Do  you  refer  now 
to  the  testimony  in  this  case? 

A.  The  American  Telephone  &  Telegraph  Company 
controls  the  Pupin  patent,  and  one  of  their  claims  for  this 
royalty  of  4^^%,  is.  first,  that,  either  directly  or  through 
the  Western  Electric  Company,  they  furnish  the  transmit- 
ter, the  receiver  and  the  induction  coil,  which  is  worth  from 
50  to  60  cents  a  year — 

O.  I  just  want  to  know  who  claim  that. 
A.  The    American    Telephone    &    Telegraph    Company, 
which  receives  the  4^%. 

Q.  Where  did  you  find  that  claim? 

A.  That  was  the  defense  set  up  for  the  payment  by 
the  Chicago  Telephone  Company. 

O.  Oh,  I  thought  you  were  referring  to  the  testimony 
in  this  case? 
A.  No. 

Q.  You  testified  that  there  was  testimony  in  this  case, 
with  which  you  are  familiar? 

A.  Yes,  it  is  along  the  same  line.  They  set  up  the 
same  general  defense. 

O.  I  just  wanted  to  get  straight  which  company  you 
referred  to. 

A.  The  second  defense  was  some  of  these  patents.  The 
only  patents  that  have  appeared  in  their  balance  sheets,, 
as  far  as  I  can  find,  disappeared  from  it  some  years  ago, 
])ut  the  last  time  I  saw  any  valuation  of  patents,  it 
amounted  to  only  9  cents  a  telephone,  distributed  over  all 
the  telephones  of  the  United  States  controlled  by  the  Amer- 
ican Telephone  &  Telegraph  Company. 
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O.  Where  do  you  find  that  valuation? 

A.  That  was  obtained  from  the  annual  reports  of  the 
American  Telephone  &  Tele,i,M-aph  Company  and  referred  to 
in  my  Chicago  report.  That  is.  the  cai)ital  value  and  a  return, 
profit  and  amortization  on  those  patents,  would  uot  amount  to 
more  than  2  cents  a  telephone,  because  the  companies  who  use 
the  patent  have  to  buy  the  patented  device  just  the  same  from 
the  Western  Electric  Company.  It  is  only  for  the  royalty  on 
the  patent  that  the  American  Telephone  &  Telegra])li  Com- 
pany claims  a  certain  royalty. 

O.  Just  pardon  me ;  I  do  not  want  to  interrupt  your  testi- 
mony, but  you  say  "they  claim"  and  "something"  is  a  fair  value." 
I  would  like  you  to  state  who  you  mean. 

A.  The  American  Telephone  &  Telegraph  Company 
makes  three  claims :  they  make  a  claim,  which  I  value  at  not 
to  exceed  2  cents  a  year,  for  the  use  of  the  Pupin  coil.  There 
are  very  few  other  valuable  patents  that  they  made  any  claim 
for  in  the  Chicag'o  investigation.  We  went  into  it  very  care- 
fully, and  the  engineers  of  the  company  said  the  Pupin  coil 
was  the  only  unexpired  patent  that  they  would  put  up  as  a 
valuable  consideration,  in  the  line  of  patents. 

0.  They  did?     The  engineers  so  testified  in  that  case? 

A.  They  so  informed  me  in  the  discussion  that  I  had  with 
them,  that  the  Pupin  coil  was  the  more  valuable  patent. 

O.  Have  we  any  record  of  that  to  which  we  can  refer? 

A.  I  think  I  introduced  it  in  my  report.  They  never  dis- 
puted it.  It  was  in  my  conversations  with  Mr.  Ray,  the  chief 
engineer  of  the  Chicago  company,  that  I  obtained  that  infor- 
mation. 

Bv  Mr.  Swayze: — 

O.  That  was  not  testimony,  was  it? 

A.  I  do  not  know  that  it  was  in  any  testimony.  Then  the 
third  great  claim  is  engineering  and  legal  services  that  it  is 
said  are  loaned  to  these  local  companies.  I  made  a  study  two 
years  ago  of  the  subject,  sufficiently  to  become  convinced  at 
the  time  that  the  parent  company,  the  American  Telephone 
&  Telegraph  Company,  was  getting  practicallv  as  much  from 
the  local  companies  as  it  was  giving  them,  in  the  shape  of 
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engineering  services,  or,  if  not,  at  least  enough  to  justify  the 
decision  that  has  been  lately  reached  by  the  California  Com- 
mission, that  2y2%  of  the  4^%  is  a  sufficient  allowance  to  be 
paid  to  the  parent  American  Telephone  &  Telegraph  Com- 
pany, a  decision  that  the  California  Commission  made,  after 
quite  a  lengthy  investigation,  in  two  decisions,  as  I  recollect, 
in  the  case  of  the  San  Jose  Company,  and  that  2%  which  they 
took  off  is  about  the  same  as  I  took  off  in  the  Chicago  case. 
It  would  amount  to  44.4%,  or  71.5  cents  a  telephone,  leaving 
about  90  cents  to  the  parent  company,  the  American  Telephone 
&  Telegraph  Company,  for  its  investment,  and  the  mainte- 
nance of  the  transmitter,  receiver  and  induction  coil,  for  such 
patents  as  it  may  furnish  and  for  such  legal  and  engineering 
services,  and  that  71  cents,  based  on  also  the  decision  of  the 
California  Commission,  which  went  into  it  quite  exhaustively, 
when  applied  to  the  413,272  telephones  in  use  on  the  average 
in  1913  in  Pennsylvania  by  the  Bell,  amounts  to  $293,423.  I 
might  add  that  the  Wisconsin  Commission  investigated  the 
subject  to  some  extent  about  three  years  ago,  and  considered 
that  the  transmitter,  receiver  and  induction  coil  were  worth 
but  little  more  than  50  cents  a  year,  and  that  the  rental 
charged,  therefore,  was  too  high. 

By  Mr.  Marve:— 

O.  In  what  decision  ? 

A.  I  have  it  quoted  here,  but  I  do  not  find  the  place  at 
the  moment.  It  is  quoted  in  my  report,  but  I  do  not  seem  to 
be  able  to  turn  to  the  precise  location  at  the  moment.  I  will 
give  that  to  you;  I  will  try  to  look  it  up. 

By  j\1r.  French: — 

O.  You  think  that  the  allowance  of  2y2%  is  ample  for 
the  services  furnished  by  the  American  Telephone  &  Tele- 
graph Company  to  the  local,  subsidiary  companies? 

A.  I  do,  yes.  It  is  over  90  cents  a  telephone  and  it  seems 
to  me  to  fully  compensate  for  all  the  services  that  the  local 
company  receives.  It  may  be  that  it  is  worth  more  to  the 
local  company,  but  I  am  sure  that  it  is  not  worth  more  to  the 
parent  company  that  furnishes  the  service,  and,  since  the  one 
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owns  the  stock  of  the  other,  I  think  we  have  to  look  at  it  very 
broadly.  I  have  been  very  much  sustained  in  that  by  this  long 
study  and  quite  lengthy  report  made  by  the  California  Com- 
mission since  I  made  my  Chicaj^o  report,  in  which  I  made  my 
decision. 

By  Mr.  Marye:— 

O.  Did  they  have  your  Chicago  report? 

A.  I  do  not  know.  I  have  not  the  privilege  of  ever  hav- 
ing heard  them  say  anything  about  it. 

By  Mr,  French  : — 

O.  Do  you  know  whether,  at  an  early  stage  of  the  com- 
pany's development,  the  parent  company,  which  I  think  was 
the  American  Telephone  &  Telegraph  Company,  received 
any  stock  bonus  in  payment  for  the  use  of  certain  patents? 

A.  I  have  read  upon  the  subject,  but  I  do  not  remember 
now  just  the  one,  and  I  do  not  remember  clearly  enough  to 
make  any  statement. 

O.  Do  you  know  how  long  this  payment  of  4y2%  of  the 
gross  receipts  has  been  in  existence? 

A.  I  have  seen  the  original  contract  made  with  the  Chi- 
cago company,  but  I  do  not  remember  how  long.  It  was  quite 
a  number  of  years.  I  have  been  told  by  Air.  Sunny,  one  of 
the  directors  of  the  American  Telephone  &  Telegraph  Com- 
pany, that  it  is  universal  in  the  United  States  and  has  been  in 
operation  for  a  number  of  years. 

Mr.  Sw^ayze:     1902.    We  will  not  contest  its  universality 
in  the  Bell  System.     You  do  not  need  to  reiterate  that  testi- 
mony. 
By  Mr.  French  : — 

O.  Did  the  Bell  telephone  company  of  Chicago  make 
any  strong  protest  at  the  end  against  cutting  down  that  allow- 
ance? 

Mr.  Swayze:     I  object. 

Mr.  French  :  I  want  to  know  what  another  Bell  com- 
pany did.  It  is  a  payment  of  all  Bell  companies  in  the  coun- 
try. 

Mr.  Swayze:     That  was  an  investigation  under  an  ordi- 
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nance  of  the  City  of  Chicago  and  there  was  a  compromise  at 
the  end.  The  report  of  Professor  Bemis  was  not  accepted  in 
toto,  but  there  was  a  compromise. 

Mr.  Marye:     Why  do  you  not  ask  if  the  Chicago  Tele- 
phone Company  is  still  paying  the  4%  ? 
By  Mr.  French  : — 

Q.  Your  investigation  in  Chicago  did  not  allow  for  that 
41/2%?    Your  rates  were  not  based  on  that  4^^%,  were  thev? 

A.  No. 

By  Mr.  Marye  :— 

Q.  Are  they  still  paying  it  ? 

A.  I  do  not  know,  but  I  suppose  they  are.  It  may  be 
they  are  earning  more  money  than  they  need  to  divide  as 
dividends,  and  may  be  still  paying  it. 

O.  You  hope  they  are? 

A.  I  hope  they  are  still  prosperous.  They  have  been 
growing  very  fast  under  the  new  rates,  I  know. 

By  Mr.  French  : — 

Q.  Were  the  new  rates  you  put  in  efifect  lower  or  higher 
than  the  old  rates? 

A.  Lower. 

By  Mr.  Marye  : — 

O.  Are  they  included  in  your  report? 

A.  Yes.  It  is  not  in  the  report  which  you  have,  but  in  a 
city  council  ordinance. 

By  Mr.  Swayze: — 

Q.  You  recommended  specific  rates? 

A.  I  recommended  specific  rates  in  a  subsequent  report, 
and  those  were  adopted. 

Q.  As  recommended  by  you  ? 

A.  Yes.  There  were  two  or  three  amendments  to  my 
recommendations,  that  made  still  lower  rates  on  three  or  four 
lines  of  service. 
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By  Mk.  Marye: — 

Q.  Were  they  agreed  to  l)y  the  company  hcfore  the  or(H- 
nance  was  prepared? 

A.  No.  The  company  agreed  to  accept  certain  recom- 
mendations which  I  made.  The  council  had  made  a  few  fur- 
ther cuts,  which  the  telephone  company  very  strongly  pro- 
tested against. 

Q.  Before  the  committee? 

A.  Before  the  committee,  hut  after  the  ordinance  had 
heen  })assed  by  the  committee,  and  later  by  the  council,  they 
finally  accepted  it,  within  the  30-day  limit. 

O.  They  did  not  contest  it? 

A.  No.    They  signed  a  formal  acceptance. 

By  Mr.  French  : — 

Q.  Is  that  the  compromise  referred  to  by  Mr.  Marye? 
A.  Yes. 

By  Mr.  Marye  : — 

O.  That  was  under  the  city  franchise  granted  to  the  Chi- 
cago Telephone  Company,  in  which  a  specific  power  was 
granted  to  the  City  of  Chicago? 

A.  Yes;  the  company  had  the  right  to  contest  it,  how- 
ever, in  the  case  that  it  was  unreasonable.  Every  five  years 
telephone  rates  can  be  re-investigated  and  determined  upon 
by  the  city  council  of  Chicago. 

By  Mr.  Swayze: — 

Q.  Under  their  charter? 

A.  Under  their  contract. 

Q.  You  went  into  that  very  fully  in  your  report? 

A.  Yes. 

Q.  Have  you  an  extra  copy  of  the  report  and  the  supple- 
ment ? 

A.  I  will  have  them  both.  I  do  not  know  whether  I  have 
them  with  me,  but  I  will  send  on  by  mail  an  extra  copy  for 
the  Commission.  I  think  I  have  an  extra  copy  of  the  supple- 
mental report,  that  is  not  marked  up,  containing  the  ordinance 
as  passed,  with  my  brief  summary  of  it,  and  a  brief  summary 
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of  data  that  led  to  it,  which  is  later  than  the  larger  report,  that 
originally  went  in  to  the  committee.  This  was  the  final 
report,  after  the  ordinance  was  passed,  and  printed  by  the 
council  with  the  ordinance. 

By  Mr.  French  : — 

Q.  The  report  which  you  will  file  now  actually  contains 
the  Chicago  rates  as  recommended? 

A.  Yes,  as  recommended  and  adopted. 

Q.  And  in  force  now? 

A.  Yes,  in  force. 

O.  Are  those  rates  adopted  in  Chicago  in  general  higher 
or  lower  than  the  rates  prevailing  in  Pittsburgh  and  Phila- 
delphia ? 

A.  From  such  examination  as  I  could  give  of  an  exhibit 
presented  by  the  company  of  the  rates  in  force  in  Pittsburgh 
and  Philadelphia,  as  compared  with  this  ordinance,  I  should 
say  that  in  general  the  Chicago  rates  were  materially  lower. 

Q.  Your  rate  investigation  in  Chicago  was  based  on  the 
property  of  the  telephone  company  in  Chicago,  was  it  not.  or 
was  it  based  on  the  general  proposition  of  the  amount  of  tele- 
phone property  in  the  State  of  Illinois? 

A.  On  both.  We  only  had  the  right  to  fix  rates  for  the 
property  within  the  City  of  Chicago.  We  could  not  separate 
that  property  from  the  rest  of  the  property  back  of  four  or 
five  years,  when  they  had  begun  to  keep  their  books  separately, 
under  a  new  ordinance.  So  we  investigated  their  books  from 
1880  down  for  the  entire  company,  which  controlled  practically 
all  of  Illinois  within  a  100-mile  radius  of  Chicago,  and  in  some 
directions  over  100  miles.  About  two-thirds  of  the  tele- 
phones were  in  the  city,  somewhat  over  300,000,  and  there 
were  some  went  over  100,000,  as  I  remember  it,  outside. 

By  Mr.  Marye: — 

Q.  The  Chicago  Telephone  Company  did  not  operate 
throughout  the  State  of  Illinois? 

A.  No.  It  operated,  however,  northern  Illinois.  It 
operated  most  of  that  part  of  Illinois  and  a  little  into  Indiana 
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that  was  at  all  contiguous.     As  I  said,  it  ran  fully  100  miles 
in  some  directions. 

The  Chairman  (Commissioner  Pennypacker)  :  We  have 
the  Chicago  rate,  if  it  is  of  any  value  to  us  for  purposes  of 
comparison,  but  how  that  rate  came  about  I  do  not  think  we 
ought  to  go  into. 

Bv  Mr.  French  : — 

Q.  I  luiderstand  you  to  say  that  the  rates  of  the  City  of 
Chicago  were  based  on  the  value  of  the  company's  property 
in  the  City  of  Chicago.  Now  I  would  like  you  to  tell  the 
Commission  what  you  think  of  the  propriety  and  the  necessity 
of  the  segregation  of  a  unit,  of  a  large  city,  say  Pittsburgh 
or  Philadelphia? 

A.  I  think  it  is  proper  to  have  a  segregation,  that  it  is 
not  analogous  exactly  to  the  Post  Office,  where  we  do  not 
attempt  it.  I  believe  that  there  are  many  reasons  why  a  segre- 
gation is  desirable. 

By  Mr.  Swavze: — 

O.  As  to  all  places?  You  would  segregate  every  ex- 
change, would  you? 

A.  Every  center  might  include  a  few  communities  that 
were  tributary  to  a  common  market,  a  county  seat,  but  I  think 
that  each  congeries  of  communities  tributary  to  some  central 
point,  perhaps,  in  the  county,  should  be  treated  pretty  nearly 
on  its  own  merits. 

O.  How  about  the  territory  tributary  to  a  city?  Would 
you  separate  that? 

A.  I  think  that  the  territory,  such  as  the  suburbs  of  a 
city,  that  part  of  the  country  that  is  constantly  'phoning  in  and 
out.  of  people  coming  in  in  the  morning,  perhaps,  for  busi- 
ness and  going  out  in  the  evening,  a  district  perhaps  ten  or 
fifteen  miles  from  the  heart  of  the  city,  in  the  case  of  a  large 
city,  might  perhaps  be  tributary  to  it. 

Q.  Is  that  analogous  to  your  illustration  of  the  county 
and  the  towns  tributary  to  the  county  town  ? 

A.  Perhaps  it  should  be  more  than  ten  or  fifteen  miles, 
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but  I  should  say  that  every  twenty  miles  there  would  naturally 
be  a  center. 

O.  There  is  nothing  magical  about  the  fifteen  or  twenty 
miles,  is  there? 

A.  No. 

Q.  The  question  is  of  tributary  territory,  is  it  not? 

A.  I  mean  to  sav  this,  that  if  this  be  looked  upon  as  pri- 
marily a  business  matter,  and  not  an  educational  afifair,  un- 
less you  have  business  considerations  restricting  the  invest- 
ment, there  is  nothing  to  prevent  a  wasteful  development  of 
telephone  service  in  districts  that  have  not  a  sufificient  demand 
for  it  to  warrant  it — that  is,  for  a  large  extension  of  it. 

O.  Then  you  do  not  think  that  a  territory  should  be  de- 
veloped and  given  telephone  service  unless  they  are  able  to 
pay  a  full  return  for  that  service? 

A.  I  doubt  if  you  can  go  very  far  in  taking  money  from 
one  community  to  develop  another  in  that  respect. 

O.  How  far? 

A.  Because  this  is  what  happens :  a  commission  might  be 
conceding  a  rate  of  return  somewhat  larger  than  the  company 
could  invest  its  surplus  in.  Tt  would  be  tempted  to  over- 
develop a  lot  of  small  places,  for  the  sake  of  getting  a  7%  or 
8%  return  on  a  lot  of  surplus,  and,  imless  you  are  tied  down 
by  a  business  consideration,  and  only  put  it  in  where  it  would 
pay  you  to  do  it,  and  do  not  put  it  in  where  you  have  to  get 
the  money  from  some  big  city  to  do  it,  I  think  there  is  a 
tendency  to  over-extension. 

Q.  Where  would  you  draw^  the  line  as  to  the  develop- 
ment of  a  place,  what  point? 

A.  It  is  quite  difficult.  I  do  not  have  in  mind  a  definite 
line.  In  a  general  way,  I  believe  that  the  territory  contiguous 
to  a  county  seat,  or  a  larger  place,  is  an  approximate  division. 
But  it  is  not  a  case  analogous  to  the  Post  Office,  where,  for 
educational  purposes  in  large  measure  and  under  Govern- 
ment ownership,  we  give  everybody  the  same  rates  through- 
out the  country.  There  is  nobody  proposing  that  there  should 
be  the  same  telephone  rates  throughout  the  State  of  Pennsyl- 
vania, but  only  that  some  of  the  profits  from  large  cities  shall 
be  used  to  bolster  up  smaller  ones,  and  it  often  simply  results 
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in  Ijolsterinj^  up  competition  with  a  smaller  Independent  com- 
pany. What  it  results  in  is  simply  enabling  competition  to 
go  on  with  some  rival  company. 

O.  What  would  be  the  effect  on  the  telephone  service  in  a 
place  like  Pittsburgh,  or  Philadelphia,  or  Harrisburg,  if  you 
cut  out  those  surrounding  towns  in  which  you  could  not  jus- 
tify the  development  on  a  business  basis? 

A.  I  do  not  think  there  would  be  as  many  telephones, 
but  I  think  any  place  of  any  size  would  have  telephones,  and 
I  believe  the  long  distance  lines  should  be  supported  by  the 
people  using  them,  which  is  purely  business. 

O.  If  there  were  not  as  many  telephones,  the  value  of  the 
telephone  service  in  those  towns  would  be  lessened  thereby, 
would  it  not  ? 

A.  Yes. 

O.  And,  as  it  was  lessened  down,  you  would  have  to  draw 
the  line  then  at  a  different  point,  as  the  development  changed, 
would  you  not  ? 

A.  I  doubt  if  it  would  come  through  such  a  revolutionary 
measure  as  would  mean  a  large  increase  of  existing  rates. 
All  these  things  have  to  be  applied  with  a  view  to  existing 
conditions.  But  I  should  say  where  reductions  were  made, 
if  made  at  all,  they  should  be  made  where  the  largest  profit 
was  being  obtained.  I  would  not  say  I  would  raise  the  exist- 
ing rates  to  the  smaller  places. 

Bv  Mr.  Marve  :— 

O.  Why  not? 

A.  Because  they  have  adapted  their  life  to  having  the 
telephone  at  the  existing  price,  and  it  is  like  upsetting  any- 
thing that  people  have  become  used  to.  You  might  have  to 
raise  the  rates  generally  throughout  the  State,  but  I  am  talk- 
ing about  raising  them  merely  to  conform  to  any  theory  that 
they  are  too  low  now  in  some  places  and  too  high  in  some 
others.  I  would  not  necessarily  readjust  for  that  sake.  That 
is  what  I  mean. 

By  Mr.  Swayze  : — 

Q.  You  have  not  any  definite  point  in  your  mind  where. 
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from  a  business  standpoint,  you  would  develop  a  given  ter- 
ritory, have  you  ? 

A.  No. 

O.  Have  you  ever  given  the  development  of  the  telephone 
business  in  Pennsylvania  consideration  ? 

A.  I  have  read  your  interesting  and  valuable  testimony 
as  to  that,  and  I  know  how  the  development  work  is  studied 
with  great  care  in  all  our  communities  by  the  ISell  company. 
I  have  talked  with  them  in  other  cities  and  I  know  how  much 
they  study  it. 

By  Mr.  French  : — 

O.  How  would  it  be  possible  to  fix  proper  rates  for 
Pittsburgh  or  Philadelphia,  without  some  segregation  of  the 
property  of  the  telephone  company  in  Pittsburgh  and  a  deter- 
mination of  how  much  money  the  telephone  company  was 
earning  ? 

A.  Unless  you  treat  it  as  largely  a  matter  depending  on 
how  well  it  pays  in  each  community,  you  leave  it  to  the  judg- 
ment of  the  company,  controlled  perhaps  by  the  Commission, 
and  it  is  very  difficult  to  get  a  very  logical  and  satisfactory 
mode  of  determining  rates,  I  believe.  It  becomes  largely  a 
question  of  judgment  in  each  case  of  the  rate  that  will  attract 
the  most  business,  or  secure  opportunity  for  investment  of  the 
capital  that  is  awaiting  investment  from  the  surplus.  In  other 
words,  I  think  in  a  city  there  are  poorer  people  desiring  cheap 
telephone  service,  just  as  much  as  there  are  in  the  smaller, 
rural  hamlets,  and,  if  the  profits  in  the  larger  city  enable  a 
reduction,  but.  instead  of  that,  it  is  taken  to  develop  service 
in  remote  hamlets,  I  can  not  see  that  the  general  public  is  any 
better  for  that,  and  you  take  away  that  test  of  development — 
does  the  service  in  the  community  justify  it? — and  leave  it  all 
to  the  discretion  of  the  company  to  what  extent  they  will  take 
profits  from  one  community  and  use  them  in  another. 

O.  How  would  it  be  possible  to  form  a  correct  and 
])roper  rate  schedule  for  Pittsburgh  by  simply  determining 
the  amount  of  property  which  the  Bell  telephone  company 
owns  in  the  State  of  Pennsylvania? 

A.  I  do  not  see  how  vou  could  do  it. 
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Q.  In  other  words,  you  must  sej^rcgatc  the  i)roperty 
in  Pittsburgh  in  order  to  fix  a  fair  and  proper  basis  of  rates? 

A.  Yes.  The  analogy  is  not  perfect,  but  to  some  extent 
we  have  the  same  thing  when  we  treat  a  syndicate  of  gas 
companies,  the  properties  all  being  owned  by  the  same 
syndicate  but  doing  business  in  different  towns,  supplying 
natural  gas  or  electricity,  or  something  of  that  kind.  Each 
community  is  generally  treated  by  every  commission  in  this 
country  on  its  own  merits,  and  they  attempt  to  fix  a  rate 
that  will  be  fairly  profitable  for  that  district.  They  do  not 
generally  fix  a  general  rate,  as  they  do  in  New  Jersey.  That 
is  one  exception  I  know  of,  where  they  attempt  to  have  a 
uniform  rate  for  a  whole  state,  and  that  the  Commission 
merely  did  in  gas,  because  the  company  was  doing  it. 

By  Mr.  Marye: — 

Q.  How  about  railroads ;  how  do  they  fix  their  rates 
from  one  station  to  another?     Do  they  segregate  it? 

A.  They  have  a  uniform  car  mile  rate,  in  a  general  way, 
for  passenger  traffic. 

Q.  How  about  freight? 

A.  More  and  more  we  are  approaching  the  cost  of 
service  idea  with  freight,  together  with  terminal  charges, 
which  are  part  of  the  cost,  of  course. 

Q.  Do  you  have  different  rates  between  different  stations 
in  the  same  district,  according  to  the  cost  pertaining  to  the 
particular  station? 

A.  To  some  extent  we  have  those  differences,  but  I 
think  that  the  tendency  is  rather  toward  removing  them. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.  You  think  it  w^ould  be  impossible  to  classify  rates 

for  the  whole  State? 

A.  I  should  think  it  would  be  very  difficult ;  I  do  not 

say  impossible.     You  can  classify.     How  successfully  and 

wisely  you  can  classify,  of  course,  is  a  question. 

Q.  If  you  had  rural  communities  with  a  similar  density 

of  population,  would  it  not  be  possible  to  have  a  rate  that 

would  apply  to  all  of  them  ? 
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A.  Yes. 

Q.  Then  suppose  you  have  municipalities  with  a  like 
population ;  could  you  not  put  them  into  one  class  and  have 
a  rate  applying-  to  them  ? 

A.  You   could. 

O.  You  think  that  would  be  difficult  to  do? 

A.  Not  difficult  to  put  into  effect.  The  only  question 
is  whether — 

Q.  No,  but  to  make  it  suitable  and  reasonable,  with  a 
proper  and  fair  return  to  the  corporation? 

A.  I  think  it  probably  would  result  in  the  rates  in 
the  smaller  places  being  below  cost  and  the  rates  in  the 
larger  places  being  much  above  cost,  including  in  the  term 
cost  a  reasonabe  return. 

Q.  Suppose  you  fixed  in  these  rural  communities  a 
rate  which  would  be  compensatory ;  could  not  that  be 
done? 

A.  I  should  think  it  might  be  done.  I  had  in  mind 
in  all  my  discussions  the  fact  that,  as  I  have  heard  the 
argument  advanced  by  engineers  of  the  American  Tele- 
phone &  Telegraph  Company  and  the  subordinate  com- 
panies, they  have  argued  for  the  principle,  which  I  thought 
was  more  being  urged  here,  that  they  should  be  allowed, 
deliberately  allowed,  to  have  a  rate  a  good  deal  more  than 
compensatory  in  the  larger  cities  and  a  rate  a  good  deal 
less  than  compensatory  in  the  smaller.  But  I  admit  with 
you  that  that  is  not  a  necessity  of  the   classification. 

Q.  You  do  not  admit  it  with  me,  because  I  am  making 
no  statement,  but  I  wanted  to  get  your  thought  about  it. 

By  Mr.  French  : — 

Q.  You  are  very  strongly  of  the  opinion,  are  you  not, 
that  the  obtaining  of  high  rates  in  certain  localities  to 
bolster  up  competition,  or  to  enable  competition,  in  other 
localities,  is  not  proper? 

A.  Yes.  I  do  not  think  to  take  money  from  a  large 
city  to  enable  them  to  compete  with  some  other  company 
in  a  small  place  is  good  public  policy. 
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By  THE  Chairman   (Commissioner  Pennypacker)  : — 

O.  Does  it  not  happen  in  the  case  of  all  large  utilities,  like 
the  15ell  telephone  company  and  the  railroad  companies, 
that  they  do  some  of  their  business  at  rates  which  are  not 
compensatory? 

A.  Yes. 

O.  Practically  it  happens  so,  does  it  not? 

A.  It  does,  and  it  inevitably  must,  and  the  whole  ten- 
dency of  court  and  commission  decisions  has  been  that  it 
is  right  to  do  that  in  a  giv^en  community,  that  neither  gas, 
nor  water,  nor  street  railway  service,  nor  anything,  can  be 
equally  profitable  as  to  all  users  in  the  same  community. 
That  is  absolutely  true.  The  only  Cjuestion  is  whether  that 
principle  can  be  extended,  in  the  way  some  propose  it,  to  an 
entire  state. 

By  Mr.  Marye: — 

O.  If  that  is  being  done  and  is  justifiable,  does  not  that 
resolve  itself  simply  into  a  question  of  judgment  as  to  how 
much  you  can  go  below  cost  in  certain  localities  and  how  much 
above  in  others? 

A.  Yes,  except  that  the  telephone  serves,  we  must  bear 
in  mind,  two  distinct  classes,  the  business  element,  which 
makes  by  far  the  larger  use  of  it,  and  special  service  and  resi- 
dence service.  Now  it  is  just  as  important  to  have  the  profits 
of  a  telephone  company  used  in  giving  cheap  residence  service 
in  a  city  as  it  is  in  a  small  place,  and,  when  it  comes  to  busi- 
ness telephones,  I  do  not  see  why  the  business  man  should  not 
pay  according  to  the  cost  of  it,  at  least  that  class  of  service  as 
a  whole. 

O.  But  does  not  the  reply  that  you  made  to  Governor 
Pennypacker  refer  to  business  rates  as  well  as  social  rates  ? 
In  passenger  traffic  there  is  no  distinction  attempted  to  be 
made  as  to  whether  a  man  is  going  on  business  or  pleasure, 
nor  when  he  ships,  whether  he  ships  for  the  purpose  of  sale  or 
for  making  a  present  to  somebodv  ? 

A.  No,  but  what  I  refer  to  is  this:  the  majority  of  mes- 
sages in  any  large  citv  do  not  come  from  residences.  You 
take  the  outgoing  messages  of  every  telephone,  and  two-thirds 
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to  three-fourths  of  them  will  start  from  the  business  houses 
of  the  city,  and  that  we  measured  up — Jackson  measured  up, 
in  1911  in  Chicago. 

Q.  Will  you  please  explain  what  you  mean  by  "measured 
up?" 

A.  I  mean  they  put  a  great  many  spotters,  or  checkers,  on 
the  lines  and  determined  the  exact  use  that  \vas  being  made, 
the  number  of  messages  at  given  periods  right  through  the 
year,  oft  and  on,  and  the  number  of  calls  for  each  class  of 
telephones  throughout  the  city. 

Q.  Why  did  they  do  that;  for  what  purpose? 

A.  V\t  were  trying  to  w^ork  out  some  scheme  of  adjust- 
ing the  cost  of  service  to  the  dififerent  classes  of  users,  or  to 
see,  at  least,  to  what  extent  the  cost  differed  from  the  price 
charged  for  each  class  of  consumers  in  the  city. 

Q.  Could  you  not  ascertain  that  from  the  books  of  the 
Chicago  Telephone  Company? 

A.  No.  You  could  find  the  charges,  but  they  did  not  have 
a  meter  on  every  service,  you  see,  and  they  had  to  check  a 
certain  class  of  senace  a  good  deal.  Certain  other  classes, 
they  could  determine  it  by  the  books,  and  did. 

O.  Then  vou  went  through  some  motions  that  were  ren- 
dered necessary  for  this  study  that  you  made? 

A.  Yes.  The  study  was  really  made  before  I  took  hold 
of  it,  just  before  I  came  there,  by  Professor  Jackson,  of  the 
Institute  of  Technology  of  Boston. 

O.  You  could  not  find  out  from  the  records  of  the  various 
classes? 

A.  No.  Part  were  there  but  part  had  to  be  worked  out 
by  special  examinations  and  tests. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.  Why  should  there  be  any  distinction  between  rates  for 
business  purposes  and  rates  for  social  purposes?  Why  ask 
anything  more  than  whether  the  customer  needs  the  telephone? 
Is  there  any  real  distinction  to  be  drawn  there? 

A.  I  only  draw  the  distinction  in  my  own  mind  in  this  way, 
that  the  business  man  may  be  reasonably  asked  to  pay  tlie  cost 
of  the  service,  since  he  is  getting  a  profit,  presunial)ly,  from 
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using  it.  The  residence  consumer  may  be  derivinf^  some  ad- 
vantages from  it,  that  cannot  be  measured  in  mone)-.  If  the 
telephones  in  Pittsburgh  were  sufficiently  profitable  to  allow 
some  reduction,  it  might  be  made  to  all  classes  of  consumers, 
but  I  would  especially  make  it,  perhaps,  to  residence  con- 
sumers, extending  the  service  to  a  larger  and  larger  number. 
If,  instead  of  that,  you  take  the  profits  from  Pittsburgh  and 
give  them  to  the  smaller  towns,  you  are  doing  the  same  thing, 
probably,  only  to  a  different  class  of  small  users. 

By  Mr.  jMarye  : — 

Q.  From  that  point  of  view,  did  you  classify  between  busi- 
ness and  residence  simply  from  the  location  of  the  telephone, 
or  the  use  to  which  the  telephone  was  put? 

A.  From  its  location. 

O.  And  did  you  then  arrive  at  a  correct  result,  if  there 
were  business  messages  sent  over  residence  telephones? 

A.  No,  w^e  did  not  feel  that  we  got  a  sufficient  percentage 
of  business  messages  by  that  study,  but  we  did  get  nearly 
70%  of  all  the  messages  as  coming  from  business  places. 

O.  \\'hy  should,  then,  the  burden  be  put  on  that  75% 
and  not  on  the  other  25%  in  residence  telephones  which  may 
have  been  used  for  business  purposes? 

A.  We  reduced  the  rates  for  all  classes,  but  I  say  there 
is  perhaps  a  greater  social  advantage,  or  educational  advantage, 
which  might  be  the  theory  some  people  have  in  mind  when  they 
want  to  take  the  profits  from  the  big  city  and  give  it  to  the 
small  town— you  get  that  same  social  advantage  if  you  take 
it  from  the  well-to-do  user  of  the  telephone  in  the  big  city 
and  give  it  to  the  poor  user  of  the  telephone  in  the  big  city. 
I  was  only  drawing  out  the  fact  that,  if  you  want  to  change 
your  rates  for  educational  purposes,  you  can  do  it  and  still 
have  the  county,  or  sub-division  of  the  county,  a  unit.  You 
do  not  have  to  simply  distribute  from  the  big  city  to  the  small 
places. 

O.  You  have  the  same  difficulty  in  classification  that  you 
have  just  spoken  of  in  connection  w^ith  business  and  social 
classifications,  when  you  try  to  reach  the  problem  from  the 
standpoint  of  the  value  of  the  service  to  the  patron? 
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A.  All  I  can  say  is  that  there  is  a  large  difficulty  in  any 
adjustment  of  rates.  Rates  have  been  largely  adjusted  in  this 
country,  as  some  telephone  men  claim,  according  to  psychology 
rather  than  according  to  any  theory  of  cost. 

O.  Is  not  that  true  as  to  all  rates? 

A.  They  must  be  very  largely,  after  all. 

O.  Is  not  that  true  as  to  all  charges  in  this  world  for 
everything  ? 

A.  I  think  to  a  considerable  degree  that  is  true,  as  long 
as  the  total  charge  is  not  unreasonably  large,  and  as  long  as 
there  is  no  apparent  discrimination  between  classes.  We  can- 
not expect  to  have  each  class  of  service,  or  each  person,  get 
his  service  of  a  public  utility  on  the  same  basis  of  ratio  of 
charge  to  cost.     That  is  out  of  the  question. 

O.  Then  the  first  consideration  is  the  earnings  of  the 
whole  ? 

A.  If  we  are  able,  as  I  believe  we  are,  to  divide  up  a 
state  into  a  certain  number  of  sub-divisions,  I  would  take  the 
earnings  of  the  sub-divisions.  I  think  it  is  not  necessary  to 
take  the  state  as  a  whole.  I  think  we  can  control  the  sub- 
divisions. 

O.  Suppose  you  went  out  that  way  here,  and,  after  your 
segregations,  you  added  your  various  units  together  and  found 
the  returns  so  fixed  did  not  produce  a  sufficient  return  as  a 
whole  ? 

A.  Then  there  would  be  need  of  alteration  in  those  rates, 
undoubtedly. 

O.  \Miat  rates? 

A.  Primarily,  I  should  think  it  would  be  those  rates  in 
those  districts  in  the  State  that  were  not  earning  a  return  on 
the  investment. 

By  ]\Ir.  Frexch  : — 

O.  How  could  that  be  possible  ?  How  could  it  be  possible 
that  the  whole  could  be  more  than  its  parts? 

A.  I  did  not  understand  his  question  to  mean  that. 

Mr.  Frexcii  :  That  was  the  idea  that  Mr.  Marye  seemed 
to  have. 

Mr.  Trixkle:    I  did  not  so  understand  it. 
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(Mr.  Marye's  question  read,  as  follows:  "Suppose  you 
went  out  that  way  here,  and,  after  your  segregations,  you 
added  your  various  units  together  and  found  the  returns  so 
fixed  did  not  produce  a  sufficient  return  as  a  whole?") 

A.  I  answered  that,  did  T  not,  hy  saying  that  some  rate- 
would  have  to  be  raised,  and  more  particularly  the  rates  in 
those  portions  of  the  State  that  were  not  compensatory  now. 

By  Mr.  Marye  : — 

Q.  Then  you  would  fix  the  same  rate,  a  compensatory 
rate,  in  each  locality  and  for  each  class  of  service? 

A.  The  rate  would  vary,  because  the  investment  would 
vary. 

O.  But  there  is  a  return,   a   percentage? 

A.  If  you  are  speaking  of  the  per  cent,  return  on  the 
investment,  I  had  an  idea  that,  roughly  speaking — not  try- 
ing to  be  absolutely  accurate  about  it — we  would  attempt 
that  plan. 

O.  Get  them  all  on  the  same  rate? 

A.  Approximately  that  way — same  rate  of  profit  on 
investment,  not  necessarily  the  same  charges. 

O.  How  does  that  agree  with  what  you  have  just 
previously  said,  that  that  has  been  found  impracticable 
by  commissions  and  others,  and  that  they  were  fixing  and 
justifying  rates  in  certain  localities  below  cost,  which, 
therefore,  would  produce  no  return? 

A.  No,  I  think  you  misunderstood  me.  I  said  in  a 
given  community,  as  between  one  individual  and  another 
in  the  same  city,  it  was  found  impracticable  to  fix  rates 
according  to  cost.  It  is  very  difficult  to  apportion  the  in- 
vestment between  one  telephone  user  and  another  in  the 
same  town.  It  can  be  done,  but  it  is  a  very  difficult  thing. 
I  have  tried  to  do  it,  and  I  know  it  is  exceedingly  difficult. 
It  is  not  so  difficult  to  apportion  the  investment  between  one 
town  and  another. 

O.  I  am  not  talking  about  the  difficulty,  but  about  the 
fairness  of  the  proposition.  Why  is  it  not  just  as  fair 
as  between  localities? 

A.  I   think  myself   it   is  a   question   of  public   policy  as 
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to  how  far  you  can  safely  go  in  trusting  a  company  to 
take  profits  from  the  large  cities  and  spend  them  where 
they  will  in  the  small  places.  I  think  there  is  a  tendency  to 
use  that  money  partly  in  wasteful  extensions,  just  in  order 
to  find  a.  7%  investment,  or  whatever  it  may  be,  for  their 
surplus,  and  partly  to  use  it  in  competing  with  Independent 
companies. 

O.  But  you  do  admit  that  there  must  be,  as  a  prac- 
tical proposition,  an  exercise  of  judgment? 

A.  Yes. 

Q.  As  to  how  far  to  go  up  and  how  far  to  go  down? 

A.  Absolutely,  yes. 

O.  Then,  in  the  last  analysis,  there  must  be  that? 

A.  There  is  no  absolute,  no  clear  cut  principle,  that  I 
can  see. 

Q.  Under  regulation,  then,  of  necessity,  who  must  ex- 
ercise that  judgment  in  the  first  instance? 

A.  Primarily  it  is  between  the  company  and  the  com- 
mission to  get  together  on  the  subject,  the  commission 
having  the  final  power. 

O.  But  the  initiative  must  always  come  from  which? 

A.  As  a  matter  of  fact,  it  usually  comes  from  the  com- 
panies, who  have  their  engineers  at  work  all  the  time  con- 
sidering w^hat  is  to  their  advantage,  and  they  present  it  to 
commissions  to  consider. 

O.  Is  it  not  necessary  that  it  should  come  from  the  lat- 
ter, they  being  responsible? 

A.  I  think  it  is  very  difficult  for  a  commission  to  do 
that,  except  as  to  arbitrate  and  decide  upon  the  propositions 
put  up  to  it. 

Q.  As  to  the  proper  exercise  of  judgment? 

A.  Yes,  but  I  think  you  are  putting  a  tremendous  load 
on  a  commission  when  you  are  asking  it  to  enter  that  field, 
ivhen  you  are  removing  the  bars  and  saying  that  the  develop- 
pient  of  telephony  in  a  given  community  shall  not  be  related 
to  a  return  on  its  cost,  but  that  the  profits  of  the  large  city 
can  be  used  for  the  small  place.  I  am  not  now  speaking  of 
what  the  Chairman  suggested  might  be  done,  but  what  is  in 
tlie  mind,  I  think,  of  some  of  the  officials  of  the  American 
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Telephone  Company,  and  perhaps  of  the  Bell  in  Pennsylvania. 

The    Chairman     (Commissioner    Pennypacker)  :      The 
power  of  the  Commission  may  be  final,  but  it  is  not  absolute. 
It  is  limited  by  the  necessity  of  being  reasonable  and  fair. 
By  Mr.  Marye: — 

O.  Following  that  thought,  how  about  the  question  of 
fairness  as  a  matter  of  policy,  governmental  policy,  or  com- 
pany policy  if  you  choose,  in  segregating  a  little  com- 
munity by  itself  from  all  intercourse  or  connection  with  the 
larger  community  that  it  desires  ? 

A.  I  do  not  go  so  far  as  to  say  we  should  cut  them 
entirely  off.  Most  small  communities  have  developed  tele- 
phone connections  by  co-operative  movements,  or  in  small 
companies,  and,  even  on  a  business  basis,  therefore,  without 
any  profits  from  the  large  towns,  telephony  has  developed 
amazingly  in  Iowa  and  in  many  other  sections  of  this  country. 

Q.  Disconnected? 

A.  It  developed  by  independent,  co-operative  movements, 
in  which  they  did  not  get  their  profits  from  the  larger  cities. 
I  do  not  think  that  the  smaller  towns  would  be  deprived  of 
telephone  connections.  Neither  was  it  my  idea  that  there 
would  be  any  large  abandonment  of  present  telephone  ex- 
changes. I  did  not  propose  any  revolutionary  changes,  but 
I  was  only  speaking  about  the  further  trend  in  that  direction. 
I  think  it  is  a  little  dangerous. 

O.  \\hat  would  be  the  efl^ect  if  you  said  to  the  company 
that  it  had  to  fix  a  rate  in  a  little  town,  A,  that  would  be  a  fair 
return  on  the  value  of  its  property,  and  they  could  not  pay 
the  rate?  Would  not  that,  in  efifect,  cut  it  ofT  from  com- 
munication ? 

A.  It  might  reduce  the  number  of  users  to  some  ex- 
tent. 

O.  Would  it  not  to  all  extent? 

A.  I  doubt  if  there  ^vould  be  such  a  change  made  as 
to  do  that.  In  fact,  I  am  not  now  speaking  primarily  of 
raising  the  rates  to-day,  but,  as  the  business  develops, 
that  revision  should  not  be  made  so  much  in  the  small  com- 
munities as  to  the  mass  of  the  people  in  the  profitable  dis- 
tricts, wherever  they  may  be. 
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Q.  But,  if  it  is  a  fair  proposition  to-day  to  fix  rates 
in  each  community  that  will  produce  a  fair  return  on  the 
vahie  of  the  property  in  that  community,  why,  would  you 
not  to-day  have  to  raise  the  rates  if  they  are  insufficient, 
in  bare  fairness  to  the  company?  \\'hy  is  it  always  that 
it  must  be  approached  from  the  standpoint  of  a  reduction 
of  rates? 

A.  I  did  not  mean  to  imply  that  there  should  be  a  re- 
duction anywhere  to-day,  if  it  is  in  any  way  unjust  to  the 
company  to  have  it.  I  was  not  considering  that,  but  I 
say  when  changes  are  made  in  the  rates,  I  do  not  think 
they  should  be  in  the  direction  of  still  further  stimulating 
taking  the  profits  from  large  cities  for  the  small  ones. 

Q.  If  that  is  the  only  way  you  can  do  it,  what  is  your 
suggested  way  out? 

A.  I  think  I  should  encourage  the  larger  cities  to 
cheapen  telephone  service  for  the  mass  of  the  people  in  those 
cities,  rather  than  make  extensions  in  smaller  places  else- 
where. 

Q.  You  mean  to  multiply  your  extension  in  your  cities? 

A.  Yes. 

Q.  That  question  is  a  question  of  judgment? 

A.  Yes.  I  think  if  you  should  develop,  for  example,  in 
Pennsylvania,  more  of  the  enormous  coin-box  service  that 
they  have  in  Chicago,  it  would  be  probably,  in  the  long 
run,  beneficial  to  the  company,  as  well  as  to  the  public. 

O.  That  is  a  matter  of  judgment? 

A.  Yes. 

Q.  That  is  your  judgment.  What  would  be  your  justi- 
fication for  fixing  a  low  rate  in  one  city  if  it  did  not  pay 
its  carrying  charges? 

A.  I  should  not  suggest  that  you  do  anything  in  the 
large  city  that  you  would  not  do  for  the  small  community. 
You  are  proposing  to  extend  unprofitable  service  some- 
where. 

O.  But  why  should  you  tax  the  large  user  in  the  cit\- 
more  than  a  reasonable  rate  to  carry  a  low,  unprofitable  rate 
in  that  city,  in  order  to  get  telephone  development? 

A.  xAs  a  Yankee  would  reply.  I  would  ask  another  ques- 
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tion  :  why  sliouUl  you  tax  the  profitable,  large  user  in  the 
city,  to  carry  the  service  of  the  unprofitable  user  in  the 
small  town? 

The  Chairman  (Coinmissioner  Pennypacker)  :  1  do  not 
think  the  witness  can  ask  questions  of  you.  You  put  your 
own  questions. 

The  Witness:  My  answer  is  imi)lied  in  the  question, 
that  I  was  assuming  that  unprofitable  service  was  to  be  ex- 
tended somewhere,  that  that  is  the  tendency  of  all  telephone 
development.  They  are  constantly  extending.  They  may  be 
increasing  their  compensation  on  some  service,  but  they  are 
increasing  the  unprofitable  service  on  some  lines. 
By  Mr.  Marye  :— 

O.  That  is  a  question  of  judgment,  not  of  fairness? 

A.  I  think  it  is  a  question  of  judgment  and  public  policy, 
as  to  where  the  extension  should  carry  them. 

O.  Why  should  you  load  with  an  unfair  rate  a  large  user 
in  a  town,  to  carry  a  small  user  in  that  town,  who  could  not 
pay  a  rate  which  would  pay  his  carrying  charges?  Why  is 
not  that  just  as  much  discrimination  as  it  is  to  make  a  large 
town  carry  a  small  town? 

A.  I  do  not  look  upon  it  that  way,  because  the  large  user 
in  the  big  city  is  constantly  dealing  with  the  small  user  in  that 
city.  He  is  not  dealing  with  a  small  user  so  much  in  the  coun- 
try districts. 

O.  It  is  a  question  of  fact,  is  it  not.  as  to  whether  he  is? 

A.  He  can  do  so  through  the  long  distance  and  toll  lines. 

O.  It  is  a  question  of  fact? 

A.  That  point  would  be  a  question  of  fact,  but  we  found 
in  Chicago  that  the  large  users  were  quite  pleased  to  have 
a  great  quantitv  of  small  users  of  the  telephone  service  in 
the  city. 

O.  Did  you  find  that  they  were  also  pleased  to  get  the 
other  people,  outside  of  the  City  of  Chicago? 

A.  There  was  no  movement  in  that  direction,  no  move- 
ment for  a  change  of  rates,  for  that  purpose. 

O.  Because  the  city  had  no  jurisdiction  of  rates  outside? 

A.  The  city  had  no  jurisdiction,  but,  since  the  State  has 
taken  hold  of  it,  for  the  last  year,  on  the  rates  outside  the 
citv  I  have  seen  no  movement  in  that  direction. 
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By  Mr.  Swayze: — 

Q.  But  there  is  nothing  to  stop  the  State,  under  its  state 
control,  from  investigating  the  rates  of  the  Chicago  Telephone 
Company  in  the  City  of  Chicago,  is  there? 

A.  No.  There  is  some  doubt  whether  they  can  upset  a 
contract  ordinance,  however.  They  can  control  the  rates  out- 
side of  Chicago.  Whether  they  can  control  the  rates  in  Chi- 
cago has  not  been  determined  yet.  The  Commission  tell  me 
they  do  not  care  to  raise  the  question,  they  have  so  much 
else  to  do. 

O.  But  the  control  has  passed  into  the  State  Commission, 
and  the  public  policy  of  the  State  of  Illinois  has  been  changed 
by  the  establishment  of  that  commission,  has  it  not? 

A.  Yes,  but  I  say,  I  am  not  sure  whether  that  changes  the 
telephone  rates  in  Chicago — whether  they  can  change  that. 

O.  Until  the  contract  expires? 

A.  The  contract  runs  until  the  franchise  runs  out,  in 
1927,  but  the  ordinance  is  a  contract  ordinance  that  provides 
for  a  change  of  rates  every  five  years,  and  the  lawyers  are 
quite  undecided  as  to  whether  that  will  not  prevail. 

By  Commissioner  Johnson: — 

Q.  When  you  worked  out  your  schedule  of  telephone 
rates  for  Chicago,  did  you  publish  a  report? 

The  Chairman  (Commissioner  Pennypacker)  :  He  has 
it  here. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.  Have  you  another  copy  of  that  report  for  Professor 
Johnson  ? 

A.  I  will  send  a  copy  from  Chicago  when  I  get  back.  T 
have  one  copy  here  that  is  marked  up  somewhat.  I  will  send 
you  both.  But  I  will  say,  in  reply  to  your  question,  that  there 
were  reports  that  I  made  in  typewriting  which  were  quite 
elaborate,  which  were  never  published ;  that  the  hearings  lasted 
for  weeks  before  the  local  transportation  committee,  and  those 
contained  a  great  mass  of  data  that  never  was  printed,  on 
both  sides. 
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Bv  Mr.  Marve:— 

O.  W  hat  was  the  rale  of  return  you  fixed  for  the  coin- 
boxes ? 

A.  I  have  forj^ottcn  now,  but  it  was  a  less  return  than 
the  average  for  the  system. 

O.  What  is  your  justification  for  that,  under  your  theory? 

A.  I  did  not  recommend  it  myself,  but  that  was  one  of  the 
things  that  the  council  committee  forced  through.  Mv  re- 
ductions were  altogether  on  the  more  profitable  service. 

O.  Were  any  other  rates  fixed  that  were  not  profitable  in 
that  schedule? 

A.  I  do  not  think  I  cut  any  rates  myself  that  I  did  not 
think  w^ere  profitable,  but  there  were  two  or  three  other  rates 
that  w'ere  cut  by  the  council  committee,  and  accepted  also  by 
the  company,  and  that  was  the  chief  one,  of  the  coin-box 
service.  They  made  a  4-cent  rate  for  all  calls  beyond  one  a 
day.  They  have  a  rate  there  of  30  calls  a  month  for  $1.50. 
You  pay  $1.50  and  are  entitled  to  30  calls,  and  you  can  have 
extra  calls  for  4  cents.  The  extra  calls  had  been  five.  That 
was  a  reduction  made. 

O.  What  rate  of  compensation  does  that  rate  pay  to  the 
company  ? 

A.  At  the  time  I  made  a  study  of  all  that,  but  I  do  not 
carry  it  in  my  head.    I  do  not  remember  now. 

Q.  The  same  rate  of  compensation  that  you  allowed? 

A.  No,  the  profit  was  larger  on  the  business  telephones 
than  it  was  on  the  residence  telephones,  if  I  recall  rightly,  and 
we  made  more  cuts  there  than  we  did  in  the  residence  'phones. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.  I  understood  you  to  say  that  the  rates,  as  you  have 
established  them  in  Chicago,  are  less  than  the  rates  in  Pitts- 
burgh as  they  now  exist? 

A.  They  are,  with  the  exception  of  one  rate.  I  have  been 
through  the  rates  this  morning.  We  have  in  Chicago  but  two 
users  of  flat  rate  service,  and  those  rates  are  a  little  higher  in 
Chicago.  On  the  measured  service,  wdiich  90^(  are  using,  the 
rate  is  lower  for  almost  every  class  of  measured  service  than 
that  fixed  now  in  either  Pittsburgh  or  Philadelphia. 
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Q.  That  is  true  of  Philadelphia  as  well,  is  it? 
A.  Yes. 

By  Mr.  AIarye  : — 

Q.  Is  that  flat  rate  you  refer  to  a  business  flat  rate? 

A.  Yes,  both  business  and  residence. 

Q.  Is  there  any  flat  rate  in  the  schedule  of  Tiie  Bell  Tele- 
phone Company  of  Pennsylvania  for  the  Citv  of  Philadelphia 
that  is  filed  in  this  case? 

A.  Xot  a  business,  but  a  residence  flat  rate. 

O.  How  about  the  City  of  Pittsburgh? 

A.  In  both  Pittsburgh  and  Philadelphia  I  made  note  of  a 
residence  flat  rate. 

O.  No  business  flat  rate? 

A.  No. 

Q.  There  is  a  business  flat  rate  in  Chicago? 

A.  Yes,  there  are  a  good  many.  Everybody  that  had  the 
business  flat  rate  is  allowed  to  retain  it  at  $125  a  year.  They 
can  have  6,000  messages  for  it,  which  ii  2  cents  a  message. 
They  can  retain  it  as  an  absolute  flat  rate  on  a  single  party 
line  and  keep  it  for  all  time,  as  far  as  the  ordinance  goes.  New^ 
subscribers  cannot  get  that  rate,  except  to  the  extent  that  they 
can,  if  they  wish,  get  a  S125  rate  for  6,000  messages,  and  2 
cents  a  message  for  all  in  excess  of  that. 

Q.  Is  that  a  flat  rate? 

A.  It  is  not  exactly  a  flat  rate.     It  is  a  hvbrid  rate. 


(At  6  P.  ]M.,  adjourned  until  Friday,  No\-ember  6,  1914, 
at  10  A.  M.) 
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Friday,  November  6,  1914,  10  A.  M. 


Present 


Commissioners  Pennypacker,  acting  Chairman; 
Johnson,  Wright,  and  Brecht. 

William  X.  Trinkle,  Esq.,  counsel  for  the  Com- 
mission. 

Archibald  B.  Millar,  Esq.,  Secretary  of  the  Com- 
mission. 

J.  L.  Swayze,  Esq.,  Robert  \'.  Marye,  Esq.,  and 
Addison  Candor,  Esq.,  counsel  for  The  Bell  Tele- 
phone Company  of  Pennsylvania  and  The  Central 
District  Telephone  Company. 

H.  Findlay  French,  Esq.,  counsel  for  the  Pittsburgh 
Chamber  of  Commerce. 
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Edward  W.  Bemis,  recalled. 

By  ]\1r.  French  : — 

O.  Mr.  Bemis,  from  your  study  of  the  testimony  and  the 
exhibits  in  this  case,  have  you  any  comment  to  make  upon  the 
treatment  of  the  depreciation  reserve  of  the  company  in  the 
past? 

A.  Yes.  The  depreciation  reserve  and  any  other  reserves 
there  may  be — but  it  is  mostly  depreciation  reserve — amount 
or  did  amount  on  August  31,  1912,  to  $5,507,563.  It  is  now 
in  the  neighborhood  of  $7,000,000.  These  exhibits  are  a  little 
difficult  to  use  rapidly,  as  I  have  only  had  them  in  their  printed 
form  for  a  few  days  and  I  am  not  quite  sure  that  I  can  turn 
quickly  to  the  particular  exhibit  which  gives  the  present  re- 
serve, though  I  know  I  can  in  a  very  few  moments.  On  page 
120b  of  the  printed  volume  of  exhibits,  being  Exhibit  WW, 
the  depreciation  reserve  on  October  31,  1913,  is  given  as  $7,- 
549,524,  a  growth  in  one  year  from  $5,954,685  on  August  31, 
1912,  as  shown  on  page  121  of  the  printed  exhibits,  being  Ex- 
hibit XX — -there  was  a  growth  in  one  year  of  the  depreciation 
reserve  of  $1,615,000  or  more  than  one-fifth  of  the  total  re- 
serve of  the  last  twenty-eight  years.  This  appears  to  me  to 
give  an  explanation  of  why  the  amount  set  aside  for  main- 
tenance and  depreciation  and  additions  to  these  reserves  during 
1912  and  1913  jumped  from  an  average  of  under"  9%  for 
the  previous  five  or  seven  years  to  an  average  of  about 
10.2%  for  1912  and  1913:  but  there  is  not  sufficient  data 
to  know  how  much  increase  there  was  in  the  reserve  from 
August  31,  1911,  to  August  31,  1912.  But  from  August  31, 
1912,  to  August  31,  1913,  there  was  this  enormous  increase  in 
the  depreciation  reserve.  I  think  there  is  need  of  a  much  fuller 
analysis  of  the  history  of  that  reserve  in  the  years  in  which 
it  was  accumulating,  and  as  I  said  yesterday  of  the  ratio  of 
actual  renewals  and  actual  repairs  and  actual  station  removals 
and  changes  to  the  average  book  investment  tor  each  year  as 
far  back  as  we  can  go.    It  was  possible  to  go  back  in  Chicago 
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U)  the  early  80"s,  aUlioii.^h  in  the  earlier  period  repairs  and 
renewals  and  station  removals  and  changes  were  united,  but 
ilicy  could  always  be  separated  from  the  reserve  set  aside  for 
ineetino^  depreciation,  hut  not  used  for  renewals.  That  is  the 
most  important  thing  to  do.  But  coming  down  to  the  90's 
and  after  1900,  along  in  there  it  was  possible  in  Chicago  to 
further  sub-divide,  and  probably  would  be  with  the  Bell,  as  be- 
tween repairs  and  renewals,  and  station  removals  and  changes, 
and  show  what  trend  the  curve  had  in  each  of  those  and  in 
the  three  united  and  see  therefore  whether  there  was  any  oc- 
casion for  that  great  jump  in  the  additions  to  reserve  that 
appear  occurred  in  the  last  two  years.  Now  coming  back  to 
the  reserve  as  it  was  on  August  31,  1912,  of  $5,934,685 — 

By  Mr.  Marve  :— 

Q.  \Miere  did  you  get  that  figure? 

A.  On  page  121,  Exhibit  XX. 

O.  Of  August  31,  1912? 

A.  Yes.  The  line  here  reads,  ''Unexpended  Depreciation 
Reserve,  August  31,  1912,  $5,934,685."  That  means,  as  I  in- 
terpret it,  unexpended  so  far  as  the  purpose  of  a  reserve  is 
concerned.  It  w^as,  however,  invested  presumably  in  extensions 
in  the  investment  account  or  in  meeting  the  capital  require- 
ments but  its  purpose  was  ultimately  to  balance  against  re- 
newals. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

O.  Do  I  understand  that  the  latest  date  to  which  you 
have  that  reserve  is  August  31,  1913? 

A.  Yes.  I  was  mistaken  in  using  the  word  "now."  It 
was  not  "now,"  it  was  the  latest  time  for  which  I  had  infor- 
mation. 

By  Mr.  AIarve  :— 

O.  You  could  not  find  a  more  recent  one? 

A.  I  had  to  find  one. 

O.  Where  would  you  naturally  turn  to  look  for  the  evi- 
dence of  reserve  of  any  kind? 

A.  In   the   balance    sheet. 
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O.  Is  this  the  balance  sheet  you  used? 

A.  I  have  not  looked  there  for  this  particular  matter, 
because  most  of  the  date,  of  the  testimony,  related  to  August 
31,  1912,  and  the  comparison  of  the  book  investment  with 
the  appraisal  was  up  to  that  date  and  then  up  to  a  date  one 
year  later;  so  I  was  not  so  much  interested  in  seeing  what  it 
was  in  1914,  because  so  much  of  the  evidence  and  exhibits 
were  based  on  1912,  and  1913.  But  of  course  to  find  1914, 
one  would  look  for  the  balance  sheet,  and  I  am  now  looking 
for  it  in  accordance  with  your  suggestion.  The  latest  balance 
sheet  that  I  see  noted  in  the  index  is  December  31,  1913,  and 
that  will  probably  be  the  only  one  to  expect,  because  ordi- 
narily they  only  get  one  out  a  year ;  and  that  is  given  as 
Exhibit  3P  on  page  262  of  the  printed  volume  of  exhibits. 
There  it  is  given  in  a  different  way,  which  I  do  not  under- 
stand and  have  not  examined  hitherto.  It  there  gives  for  a 
period  a  little  later  than  August  31. 

O.  What  period? 

A.  Namely,  December  31,  1913,  four  months  later:  the 
reserve  for  accrued:  depreciation  $2,430,072.71  and  reserve 
for  amortization  of  intangible  capital  $55,766.62,  or  a  total  of 
$2,485,829.33.  Any  explanation  of  the  change  from  that 
to  that  (indicating),  from  the  amount  I  have  hitherto  quoted 
as  given  for  August  31,  1912,  and  August  31,  1913,  I  could 
not  attempt  to  give. 

O.  Look  at  the  heading  of  exhibit  on  page  262b. 

A.  Yes,  that  is  only  for  one  of  the  two  companies.  That 
is  right.  In  attempting  to  use  an  exhibit  which  I  have  not 
used  I  was  misled  and  did  not  look  quite  far  enough  into 
the  heading.  That  is  one  of  the  two  companies  that  1  am 
reading.  The  combination  of  all  of  them  is  given  in  Exhibit 
3N,  I  now  discover,  on  page  258. 

O.  Read  the  heading  of  that. 

A.  "The  Bell  Telephone  Company  of  Pennsylvania, 
Balance  Sheet." 

O.  Is  that  a  combination? 

Mr.  French  :  I  object  to  that.  I  do  not  think  that 
that  is  a  fair  question. 

The  WiTiNESS :  The  heading  here  is  "The  Bell  Telephone 
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Company  of  Pennsylvania,''  while  the  headings  I  was  using 
and  on  which  I  had  based  my  testimony  for  August  31,  1912, 
and  1913,  were  known  as  "The  Bell  Telephone  Company  of 
Pennsylvania  and  Associated  Companies,  State  of  Pennsyl- 
vania." That  I  suppose  was  the  comprehensive  title,  "The  Bell 
Telephone  Company  of  Pennsylvania  and  Associated  Com- 
panies, State  of  Pennsylvania."  I  had  assumed  all  the  time 
that  that  might  be  the  broader  combination.  It  may  be  that 
I  am  not  sufficiently  familiar  with  the  organization  of  these 
companies  in  the  State  to  be  clear  on  that  subject.  The 
heading  that  governs  most  of  the  exhibits  is  probably  the  one 
on  page  116,  being  Exhibit  TT,  and  where  there  are  placed 
in  parallel  columns  the  book  value  and  the  estimated  replace- 
ment value  as  of  August  31,  1912;  the  book  value  or  cost 
according  to  the  books,  together  with  some  estimate  as  to 
working  capital,  being  $55,798.938 ;  the  estimated  replace- 
ment value  before  adding  the  development  cost  $57,871,232, 
to  which  was  added  the  28.15%  for  estimated  cost  of  estab- 
lishing the  business,  making  $73,257,108.  Most  of  the  ex- 
hibits and  testimony  seem  to  relate  to  property  covered  in 
that  exhibit,  and  that  would  represent  the  property  of  The 
Bell  Telephone  Company  of  Pennsylvania  and  The  Central 
District  Telephone  Company  devoted  to  public  use  in  the 
State  of  Pennsylvania  as  of  August  31,  1912.  Now^  the  in- 
vestment of  this  depreciation  reserve  in  the  property  is,  I 
think,  a  wise  investment,  but  I  doubt  very  much  the  pro- 
priety of  allowing  any  interest  on  it  or  dividends,  and  I  think 
therefore  that  whatever  is  in  the  reserve  unspent  for  the 
purposes  for  which  it  w^as  raised — and  which  has  been  wisely 
enough  invested  temporarily  in  extensions — should  be  de- 
ducted from  the  investment  before  apportioning  dividends 
on  the  investment,  for  the  reserve  of  several  million  dollars, 
whatever  the  exact  amount  may  be,  is  a  matter  which  can 
be  determined  later ;  but  it  is  several  million  dollars  in  any 
event.  It  was  raised  on  the  theory  of  so-called  straight  line 
depreciation,  which  is  that  there  was  raised  from  the  sub- 
scribers every  year  an  amount  of  money  which  will  take  care 
of  the  renewals  when  they  need  to  be  made  without  interest. 
In   other  words,   in   fixing  the  life   of  various   parts  of  the 
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property  and  deciding  on  the  basis  of  that  Hfe  how  much 
shall  be  collected  each  year  to  take  care  of  renewals,  having 
reached  the  estimated  life  of  a  piece  of  property  and  the 
investment  in  that  property,  the  book  investment,  they  de- 
cide the  one  by  the  other  for  each  class  of  property  to  find 
how  much  should  be  set  aside  each  year. 

As  a  typical  illustration,  suppose  we  take  a  building.  Sup- 
pose that  building  cost  one  hundred  thousand  dollars  and  they 
estimate  its  life  at  forty  years ;  that  they  were  creating  a  sink- 
ing fund,  and  assuming  that  they  would  set  aside  every  year 
enough  so  that  it  could  accumulate  the  one  hundred  thousand 
dollars  at  the  end  of  forty  years,  they  would  only  have  to  set 
aside  and  only  have  to  collect  from  the  subscribers  enough  each 
year  so  that,  added  to  the  sinking  fund,  it  would  accumulate 
at  a  compound  interest,  the  one  hundred  thousand  dollars 
at  the  end  of  forty  years.  If  they  took  4%,  which  is  a  common 
enough  rate  in  sinking  fund  calculations,  it  would  require  about 
1%  of  the  original  investment  every  year  or  about  one  thou- 
sand dollars.  If  that  were  the  method  taken,  then  the  amount 
put  into  the  sinking  fund  should  not  be  deducted  from  the 
investment  in  reckoning  depreciation  or  in  reckoning  the  rate 
of  return.  But  thev  do  not  do  that  way.  They  say,  "We  will 
assume  no  interest  on  this  reserve.  We  will  assume  that  we 
will  collect,  not  1%,  but  one-fortieth  every  year  of  the  one 
Inmdred  thousand  dollars ;  we  will  assume  that  there  is  no  in- 
terest," and  they  therefore  make  the  subscriber  pay,  not  one 
thousand  dollars,  but  two  thousand  five  hundred  dollars.  That 
is  proper  enough,  and  they  have  done  that. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

O.  That  is  what  they  have  actually  done,  isn't  it? 

A.  Yes,  that  is  what  they  have  done. 

O.  Made  no  allowance  for  the  interest  on  the  fund  in- 
vested ? 

A.  Exactly.  Having  done  that,  they  should  not  make 
the  subscriber  turn  around  and  pay  interest  on  it.  In  other 
words,  there  should  be  deducted  from  whatever  we  foimd 
to  be  the  proper  value  of  that  property  whatever  is  in  the 
fund  for  the  purpose  of  meeting  the  depreciation.     That  is 
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the  position  which  was  recently  taken  by  the  Supreme  Court 
of  the  United  States  in  the  federal  case  of  the  Cumberland 
Telephone  Company  in  Louisiana,  which  I  have  with  me. 

By  Commissioner  Johnson: — 

Q.  Do  you  mean  Louisiana  or  Kentucky? 

A.  There  were  two  Cumberland  Telephone  cases.  The 
one  I  refer  to  was  in  Louisiana.  I  will  ask  permission  to  read 
it  later. 

By  Mr.  Swayze  : — 

Q.  Do  you  know  what  court  decided  it  ? 

A.  It  is  probably  here.  If  not,  I  will  bring  it  up  after 
luncheon.     That  was  the  United  States  Federal  Court. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.  Is  that  a  reported  case? 

A.  Yes,  sir. 

Q.  Give  us  the  report. 

A.  I  think  I  have  found  it.  It  was  the  United  States 
Supreme  Court  record  in  the  case  of  the  Railroad  Commission 
of  Louisiana  vs.  Cumberland  Telephone  and  Telegraph 
Company,  decided  on  February  25,  1909. 

Q.  What  volume  of  the  reports  ? 

A.  Volume  29,  No.  9,  of  the  Supreme  Court  Reporter.  In 
the  syllabus  it  is  declared  that — 

Mr.  Swayze:  We  object  to  that.  Under  the  ruling  of 
the  Commissioners  we  understand  that  the  witness  was  not  to 
discuss  the  case.  The  Commissioners  will  turn  to  the  report 
itself  and  find  out  what  the  case  is. 

The  Chairman  (Commissioner  Pennypacker)  :  That  is 
the  better  w^ay. 

Mr.  French  :    That  is  satisfactory. 
By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.  Give  us  the  place  where  it  is  reported,  and  we  will  try 
to  find  it. 

A.  I  would  complete  that  chapter  or  point  in  my  discussion 
of  depreciation  by  repeating  that  that  means  that  they  should 
take  the  amount  in  the  reserve  from  the  investment  in  deter- 
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mining  the  amount  on  which  the  rate  of  return  is  to  be  based. 
The  other  point  I  wish  to  make  is  that  the  amount  that  should 
be  placed  in  the  depreciation  reserve  should  be  reckoned  with 
reference  to  replacing  the  investment  when  the  property  is 
abandoned  for  which  the  reserve  is  created.  It  should  not  be 
such  an  amount  as  will  be  equal  to  the  estimated  present  cost, 
new,  of  duplicating  the  property  with  present  prices  of  labor 
and  material.  I  have  therefore  taken  the  same  percentages 
of  depreciation  which  have  been  applied  by  the  company  in 
regard  to  the  replacement  value,  and  which  are  given  in 
Exhibit  K,  page  39b  of  the  printed  exhibits,  and  have  applied 
that  to  the  cost  of  the  property  as  given  by  the  company  in 
Exhibit  TT,  page  116,  and  in  several  other  exhibits.  Apply- 
ing the  same  percentages  of  depreciation  to  the  cost  of  the 
property,  which  cost  aside  from  land  was  $47,216,502,  but 
leaving  out,  also,  working  capital  and  supplies,  which  are  not 
considered  subject  to  depreciation,  the  annual  depreciation 
totals  up  $2,680,491.44,  or  $208,809.04  a  year  less  than  given 
by  the  company  for  the  year  1913,  as  given  on  page  279  of 
the  printed  exhibits — no,  that  reference  is  wrong.  The  refer- 
ence I  should  give  is  for' the  same  period,  August  31,  1912, 
given  on  page  39b,  Exhibit  K.  namely,  $2,903,202.52.  With 
that  should  be  compared  the  $2,680,491.44  obtained  by  apply- 
ing the  same  rates  to  the  book  cost.  That  results  in  a  differ- 
ence of  about  $223,000.  In  other  words,  the  company  makes 
a  claim  in  that  way  for  $223,000  more  a  year  than  would 
result  if  their  same  percentages  of  depreciation  which  average 
5.677%  as  a  total  average  were  applied  to  the  entire  property 
subject  to  depreciation  according  to  its  book  cost. 

Bv  Mr.  French  : — 

Q.  That  would  result  in  piling  up  depreciation  reserve 
larger  than  necessary  to  take  care  of  the  company  ? 

A.  Yes.  They  have  estimated  the  need  of  including  in 
their  operating  expenses  more  than  two  hundred  thousand 
dollars  beyond  what  is  necessary,  by  reason  of  assuming  that 
a  depreciation  reserve  is  to  give  you  the  cost  of  duplicating  the 
property  to-day  and  not  its  actual  cost  to  you.  The  Interstate 
Commerce  Commission's  classifications  of  depreciation  and  its 
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requirciiients — and  thai  is  true  of  all  commissions  and  com- 
panies so  far  as  I  know — are  universally,  without  exception, 
in  the  line  of  having  a  depreciation  reserve  to  take  care  of  the 
cost  of  the  property  when  they  are  ready  to  scrap  it  and  not  to 
take  care  of  the  estimated  cost  of  reproducing  it. 

Q.  You  are  thoroughly  familiar  with  the  Interstate  Com- 
merce Commission's  system  of  accounting,  are  you? 

A.  That  question  is  too  broad  for  me  to  say  yes  to.  I  am 
getting  to  be  more  and  more  familiar  with  it  every  day.  I  am 
studying  it  right  along,  but  I  would  not  undertake  to  pass  a 
complete  examination  on  it. 

O.  From  your  study  of  the  present  case  have  you  any- 
thing to  say  in  regard  to  the  treatment  of  surplus  ? 

A.  I  wish  to  add  that  I  have  done  one  thing  further.  I 
have  taken  in  the  same  way  the  company's  account  that  they 
have  written  off  for  depreciation  as  a  total  in  one  of  their 
earlier  exhibits,  and  to  that  I  have  applied  a  similar  treatment. 
On  page  43,  Exhibit  O,  or  on  page  42,  rather,  Exhibit  N,  the 
company  gives  for  August  31,  1912,  the  estimated  depreciation 
on  the  replacement  value  and  reached  a  figure  of  $11,343,546. 
Now  if  one  is  to  use  the  cost  of  the  property  as  a  basis  for 
depreciation,  it  is  only  fair  to  the  company  to  take  off  as  the 
total  accrued  depreciation  the  same  percentage  the  company  has 
taken  oft",  but  to  apply  it  to  the  cost  and  not  to  the  higher 
replacement  value.  That  I  have  also  done,  and  it  results  in  a 
reduction  to  $9,797,070  instead  of  $11,343,546.  In  other 
words,  the  book  cost  being  less,  the  accrued  depreciation  is 
less,  for  it  is  the  same  percentage  applied  to  a  lower  base 
They  reach  their  estimated  depreciation  on  the  percentage 
basis  of  age.  lapsed  life ;  in  other  words,  what  proportion  of 
the  normal  life  has  elapsed;  so  I  make  the  same  treatment,  but 
apply  it  to  the  cost  instead  of  to  the  estimated  replacement 
value  new.  I  think  that  completes  what  I  wish  to  say  on  the 
treatment  of  depreciation. 

Q.  To  come  to  my  question  upon  the  treatment  of  sur- 
plus:  have  you  any  remarks  to  make  on  that  subject?" 

A.  Whatever  has  been  accumulated  in  surplus — and  that, 
too,  is  several  million  dollars — should  be.  I  believe,  treated 
either  as  the  depreciation  reserve  is  treated  or  with  at  least  a 
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lower  rate  of  profit  on  it  than  on  that  part  of  the  investment 
that  came  direct  from  the  stockholders  or  the  bondholders. 
It  is  a  surplus  that  I  believe  is  accumulated  to  guarantee  the 
fixitv  of  dividends  and  to  meet  contingencies  and  fluctuations 
in  materials  and  in  business.  It  is  to  secure  stability  and  not 
to  increase  dividends.  As  I  understand  the  reports  of  President 
Vail,  his  policy  for  the  future  is  along  that  line  at  least ;  the 
surplus  not  being  subject  to  capitalization  and  the  dividends 
that  he  proposes  to  pay  in  the  future  being  only  on  the  stocks 
actually  paid  for  by  the  stockholders  and  therefore  not  on 
surplus.  It  is  applying  that  same  principle,  which  I  think  is  a 
sound  one,  to  the  surplus  already  accumulated. 

Q.  Mr.  Bemis,  from  the  reading  of  the  testimony  in 
this  case  and  from  the  exhibits  furnished  by  the  telephone 
company,  and  guided  in  a  way  by  your  experience  in  the 
valuation  of  telephone  and  other  public  utility  properties 
throughout  the  country,  could  you  form  any  estimate  in 
your  own  mind  based  on  the  testimony,  all  of  which  has 
been  furnished  by  the  telephone  company,  that  you  would 
consider  a  fair  value  of  the  company's  property  in  the  State 
of  Pennsylvania? 

Mr.  Swayze:  I  object  to  that.  There  is  nothing  to  show 
that  Professor  Bemis  has  read  the  testimony  and  exhibits 
in  this  case.  He  said  he  did  not  have  time  to  examine  the 
exhibits  in  this  case.  If  he  will  say  that  he  has  examined 
all  of  the  exhibits  and  read  all  of  the  testimony,  I  will  with- 
draw the  objection. 

The  Witness  :  I  have  read  all  of  the  testimony,  and  ex- 
amined all  of  the  exhibits.  Some  few  of  them  I  did  not 
carefully  note,  and  fix  in  mind,  but  for  the  purpose  of  an- 
swering a  question  like  this,  I  believe  that  I  can  refer  to  the 
data  I  would  use  definitely. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

O.  You  think  vou  are  sufficiently  familiar  with  the  tes- 
timony and  with  the  exhibits  to  answer  the  question  and 
give  an  estimate? 

A.  Yes,  an  approximate  estimate.  I  should  state  within 
what  limits  I  made  the  estimate.    Turning  to  page  116 — 
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Q.  When  you  make  your  citations  be  careful  that  they 
arc  exact,  because  otherwise,  since  there  are  so  many 
papers,  we  may  lose  the  benefit  of  what  you  tell  us. 

A.  On  page  116b  of  the  printed  volume  of  exhibits — 
and  every  page  of  this  volume  is  "b;"  when  I  refer  to  the 
volume  of  exhibits  as  page  116,  I  wish  to  be  understood 
as  saying-  that  it  has  the  letter  "b"  after  it,  because  the 
entire  volume  devoted  to  exhibits  has  the  small  letter  "b" 
after  the  page  number — on  that  page  Exhibit  TT,  the  audi- 
tor's book  value  is  given  as  $51,798,938.  That  is  new. 
The  plant  alone  is  given  as  having  cost  $48,253,817.  De- 
ducting from  that  the  depreciation  already  referred  to,  be- 
ing the  company's  percentage  of  depreciation  applied  to  the 
cost  instead  of  to  the  replacement  value,  namely,  $9,797,070, 
leaves  the  cost  less  the  depreciation  as  $38,456,747  on  the 
so-called  real  estate,  equipment,  and  lines.  To  this  add  the 
value  of  the  real  estate,  $328,070,  which  is  in  dispute  as  to 
the  propriety  of  adding  it,  but  as  I  am  not  sufificiently  famil- 
iar with  the  merits  of  it,  I  have  left  it  here:  add  also  the 
other  plant  assets  as  claimed,  of  which  one  is  an  estimate, 
namely,  working  capital ;  the  plant  assets  thus  claimed  be- 
ing $3,216,951,  makes  a  total  of  present  replacement  cost 
less  depreciation  of  $42,001,868.  Now  if  the  one  million  of 
excessive  allowance,  as  I  believe,  for  working  capital  be 
deducted,  it  would  be  $41,001,868.  The  company's  claim  of 
total  plant  given  in  the  same  exhibit  is  $54,654,281.  That 
includes  the  Philadelphia  real  estate.  From  that  the  deduc- 
tion for  estimated  deterioration  or  depreciation  is  given  by 
the  company  on  page  42b,  which  is  Exhibit  N,  and  is  $11,- 
343,546,  the  fourth  line  from  the  bottom  of  that  exhibit- 
leaving  the  replacement  value  less  deterioration,  according 
to  the  company's  claim  and  aside  from  other  plant  assets, 
and  cost  of  establishing  business,  $43,310,735.  To  this 
should  be  added  the  other  plant  assets  of  $3,216,951,  in  the 
same  exhibit,  42b,  making  the  company's  claim  $46,527,680. 
as  compared  with  the  figure  of  $41,001,868  already  given, 
if  based  on  the  book  cost,  and  a  deduction  of  one  million 
dollars  from  the  cash  working  capital  or  $42,001,868  if  the 
company's  claim  for  working  capital  is  conceded.     On  the 
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one  hand  then,  there  is  a  claim  by  the  company  of  substan- 
tially $46,500,000,  and  a  claim  based  on  book  cost  of  $41,- 
000,000  to  $42,000,000;  and  if  $44,000,000  were  taken  as  a 
compromise  between  those  two  valuations  one  would,  or 
one  can  keep  the  two  entirely  separate,  and  figure  each 
separately,  but  that  is  a  third  method  of  treatment,  ^^'e 
have  those  three  methods. 
By  the  Chairman  (Commissioner  Pennypacker)  : — 

O.  Referring-  to  Exhibit  N,  42b,  where  they  reach  a  final 
conclusion  of  replacement  value  less  deterioration  and  foot 
up  $61,913,562,  what  figures  do  you  substitute  for  those? 

A.  I  may  say  that  for  the  company's  claim  that  is  fair. 
I  knew  they  were  the  same  figures  as  I  have  used  with  the 
omission  of  the  last  figure,  cost  of  establishing  business. 
That  I  do  not  reach.  I  have  been  talking  thus  far  about 
the  plant  and  other  plant  assets,  everything  except  the  cost 
of  establishing  the  business,  or.  what  is  sometimes  called 
going  value.  The  figures  I  gave  as  the  company's  claim, 
$46,527,686,  are  their  claim  without  the  cost  of  establishing 
the  business.  If  you  substract  that  $15,385,876  from  the 
$61,913,562  you  would  get  the  same  figure.  This  is  up-to- 
date  then,  everything  except  the  cost  of  establishing  the 
business.  We  have  on  the  one  hand  the  company's  claim 
for  everything  that  is  tangible,  you  might  say,  and  the 
physical  property,  a  claim  of  forty-six  and  one-half  millions 
and  a  claim  based  on  cost  of  forty-one  to  forty-two  million 
dollars  on  account  of  the  estimate,  for  that  is  an  estimate 
of  the  working  capital.  The  largest  figvire,  the  figure  about 
which  there  can  be  no  dispute,  is  forty-two  million  dollars 
which  takes  everything  exactly  as  the  company  has  it  in  its 
book  value  and  attributes  to  it  the  same  depreciation  which 
the  company  uses. 

There  remains  then  the  question  of  the  cost  of  estab- 
lishing the  business.  There  is  nothing  in  the  book  record 
corresponding  to  that  item  and  I  do  not  think  it  should 
be  allowed.  I  have  never  recommended  it  in  any  of  the 
cases  with  which  I  have  had  to  do.  It  was  not  included 
in  the  valuations  in  the  Chicago  telephone  case.  It  would 
be  included,  and  I  should  include  it  here,  as  I  would  there 
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and  as  I  have  done  in  some  other  cases,  based  on  the  prin 
ciple  of  the  decision  of  the  New  York  Court  of  Appeals, 
although  that  is  not  bindinf^  on  any  other  state;  but  based 
on  that  theory  enunciated  in  that  opinion  in  the  Kings 
County  Light  case  this  year.  There  had  been  evidence 
that  the  company  had  failed  to  earn  a  fair  return  for 
many  years  and  in  the  later  years  had  only  earned  a  fair 
return,  not  enough  to  balance  earlier  losses  or  deficits.  If 
that  had  been  the  result  of  such  study  as  I  have  been  able 
to  make  of  these  exhibits,  I  would  have  allowed  a  going 
value  on  the  historical  basis.  So  I  did  take  account  of  going 
value,  but  I  do  not  find  that  it  is  established  by  the  history 
of  the  company.  One  further  bit  of  evidence  that  has  not 
already  been  given  and  that  can  be  found  by  turning  to  page 
284b  of  these  exhibits,  which  are  known  as  Exhibits  4C  and 
4D,  more  particularly  the  next  page,  285b  and  running 
through  pages  6,  7  and  8.  On  page  288,  which  I  more 
particularly  call  your  attention  to.  we  have  there  The  Bell 
Telephone  Company  of  Pennsylvania  and  Associated  Com- 
panies, but  we  have  similar  results  in  a  general  way  on  the 
previous  pages  for  each  of  the  sub-divisions  or  branches. 
But  I  will  take  now  288b.  For  the  first  five  years  the  divi- 
dend rate,  at  the  time  when  perhaps  the  risks  were  greater, 
the  dividend  rate  taken  as  a  simple  average,  adding  together 
9.89  for  1880;  14.73%  in  1881,  and  so  forth,  and  dividing  by 
five,  gives  an  average  dividend  from  1880  to  1885  of  14.77%. 
By  The  Chairman  (Commissioner  Pennypacker)  : — 

O.  Those  seem  to  have  been  an  exceptionally  good  lot 
of  years. 

A.  I  had  not  completed.  I  was  going  to  give  the 
total.  The  next  five  years  in  the  same  way,  7.9%  ;  then 
there  were  five  years  from  1890  to  1894,  inclusive,  5.98%, 
which  was  low,  then  the  next  year,  1895,  20.99 ;  the  five 
years  from  1895  to  1899,  inclusive,  10.74%.  If,  however, 
1895  be  grouped  with  the  previous  five  years  and  the 
average  for  the  six  years  taken,  that  six  years  holds  up  so 
that  it  is  8.48,  and  the  other  four  year  periods,  that  is,  1896 
to  1899,  inclusive,  8.15;  1900  to  1904  inclusive  8.06^0  ;  1905 
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to  1909  inclusive  7.327c  :  1910  to  1913,  6.56%.  That  indi- 
cates that  during  tlie  period  when  the  risks  might  have  lieen 
called  greater,  making  the  one  exception  and  taking  a  six 
year  period  instead  of  a  five  year  period  right  after  January 
1,  1890,  there  was  no  period  in  which  the  dividends  were 
less  than  8%,  except  the  five  year  period  from  1885  to  1889, 
inclusive,  when  it  was  almost  8%,  namely,  7.9. 

O.  That  made  an  average  for  the  whole  thirty-three 
years  of  7.47,  is  that  correct? 

A.  7.47. 

O.  Is  that  average  correct,  that  7.47  for  thirty-three 
years? 

A.  That  is  an  average,  a  weighted  average,  based  on 
adding  up  the  entire  capital  stock  for  each  year — 

O.  No,  the  entire  dividends  for  thirty-three  years  they 
have  added  up  and  made  an  average.  I  was  wondering 
whether  they  did  that  correctly. 

A.  They  have  done  it  on  the  weighted  average  basis. 
I  will  give  it  on  the  simple  average,  which  in  a  way  is 
fairer  in  this  case;  otherwise  what  happens  is  that  the  very 
large  investment  of  the  later  years,  when  dividends  were 
lower,  greatly  weighed  dowai  the  large  percentage  dividends 
in  the  early  years,  when  the  amount  of  capital  was  small. 

Q.  That  is  the  milk  in  the  cocoanut ;  the  stock  had  im- 
mensely increased? 

A.  Yes.  I  will  give  you  what  the  simple  average  would 
be  in  a  moment.  The  simple  average  obtained  by  adding 
the  dividend  rates  and  dividing  by  thirty-four  is  8.8%,  in- 
stead of  7.46. 

O.  7.47. 

A.  7.47. 

O.  How  do  you  get  that  result? 

A.  The  sum  of  the  dividend  rates  for  each  of  the  years, 
in  other  words,  the  addition  of  the  last  column,  I  make 
299.94  and  the  sum  of  the  years  I  make  34,  from  1880  to 
1913  inclusive,  thirty-four  years.  I  divide  thirty-four  into 
the  229.94  and  it  results  in  a  quotient  of  8.82. 

Q.  Where  did  you  get  the  299.94  from? 

A.  That  is  the  addition  of  the  dividend   rates   in   the 


1540a  Edward  IV.  Bemis. 

last  column.  That  is  what  I  would  call  a  simple  averajjc, 
the  average  of  the  dividend  rates. 

Q.  The  inquiry  would  seem  to  me  to  come  down  to 
this :  they  made  the  largest  dividend  of  20.99%  on  a 
capital  stock  of  $3,227,521 ;  but  when  they  made  the  last 
dividend  of  6.62%  it  was  on  a  capital  stock  of  $36,114,279. 

A.  Yes. 

Q.  That  is  about  12  times  as  much  stock? 

A.  Yes.  That  explains  why  you  get  a  different  result  on 
the  weighted  average  where  you  divide  the  total  of  divi- 
dends paid  by  the  total  stock  outstanding,  from  what  you 
do  when  you  take  the  simple  average  of  the  dividend  rates. 
That  explains  the  difference.  The  point  I  arrive  at  in  this  is, 
that  the  dividend  rates  in  earlier  years  were  large  enough,  so 
that  there  is  no  claim,  it  seems  to  me,  of  accrued  deficits,  such 
as,  on  the  theory  of  the  Court  of  Appeals  or  the  Wisconsin 
Commission,  might  justify  a  going  value.  While  I  believe 
that  there  might  be  an  allowance,  if  it  could  be  shown  to  exist, 
of  accrued  deficits — which  however  I  prefer  to  call  develop- 
ment cost,  as  they  do,  rather  than  going  value,  although  they 
are  used  as  synonyms  often — I  do  not  think  in  this  case  there 
is  established  such  evidence  as  would  warrant  it ;  therefore,  I 
added  nothing  for  the  development  cost  such  as  they  have 
added  in  the  exhibit  which  we  were  just  discussing,  page  42b. 

O.  I  was  not  ready  to  get  away  from  this  exhibit.  From 
your  examination  of  the  testimony,  is  there  anything  which  in- 
dicates to  you  the  relation  between  this  amount  of  stock,  $36.- 
114,279,  and  the  amount  paid  into  this  corporation  apart  fr.^n 
earnings?  Have  you  got  that  relation  or  are  you  able  to  de- 
termine it  from  anything  you  have? 

A.  Yes,  there  are  some  exhibits  that  purport  to  give  the 
amount  that  has  gone  into  the  property  from  surplus,  the 
amount  that  has  gone  into  it  from  the  depreciation  reserve, 
and  assuming  now  that  these  exhibits  are  correct — for  of 
course  I  had  xio  chance  to  look  into  them  except  to  take  the 
testimony — 

O.  But  the  surplus  and  the  reserves  all  come  out  of  earn- 
ings, perhaps.     I  want  to  get  at  the  amount  of  money  put  into 
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the  corporation  in  relation  to  this  stock.  Is  there  anything  to 
show  that? 

A.  Yes,  there  is.  It  is  best  obtained  by  deducting  the  ac- 
cumulated reserve  and  surplus,  which  they  give  in  some  of  the 
exhibits,  and  which  amounts  to  over  $5,000,000,  from  this 
amount — and  I  am  assuming  that  it  is  the  same  thing  as  de- 
ducting it  from  the  investment ;  in  other  words,  I  am  assum- 
ing for  purposes  of  computation  that  the  stock  does  represent 
investment  except  so  far  as  the  investment  has  been  paid  for 
by  the  surplus  and  the  reserve;  but  I  have  not  been  able  in  the 
time  at  hand—I  do  not  know  whether  these  exhibits  are  suffi- 
ciently comprehensive  on  the  subject  to  enable  me  to  fully 
answer  your  question.  But  giving  the  company  the  benefit  of 
an}^  doubt  I  may  have  on  the  subject,  I  should  say  that  this 
forty-one  to  forty-six  million  dollars  of  auditor's  physical 
property,  forty-one  million  according  to  my  theory  of  the  cost, 
and  forty-six  and  a  half  million  on  the  company's  theory  of 
replacement  value,  has  been  paid  for  to  the  extent  of  over  five 
million  dollars  at  least  by  reserves  and  surpluses.  I  thought  1 
had  before  given  figures  that  were  definite  on  the  subject,  but 
being  a  little  imcertain  as  to  whether  I  have  kept  separate 
some  of  these  companies  sufficiently,  I  do  not  want  to  read 
them  into  the  record  until  I  have  a  chance  to  examine  them 
again ;  but  over  five  million  dollars  is  clear  as  having  been  de- 
rived from  reserves  and  surplus,  leaving,  therefore,  on  one 
theory  of  the  book  cost  not  over  thirty-five  million  dollars  as 
subject  to  or  entitled  to  receive  a  profit  in  a  rate  case,  and 
about  forty  million  dollars  on  the  theory  of  replacement  cost ; 
thirty-five  million  to  forty  million  dollars  according  to  the 
theory  of  book  cost  versus  re])lacement  cost  seems  to  me  to  be 
what  I  read  from  the  exhibits;  but  it  is  jiossible  that  further 
study  and  examination  of  the  books  of  the  company  might 
show  the  Commission  that  more  than  five  to  nine  million  dol- 
lars has  accumulated  out  of  surplus  and  reserves ;  but  at  least 
that  amount  I  read  from  the  exhibits  has  been  thus  accumu- 
lated and  to  that  extent  probably  has  been  paid  for  other  than 
by  the  stock  and  bonds. 

Q.  To  a  large  extent  your  answer  is  based  on  the  as- 
sumption of  accuracy  and  the  consequences  are  too  many  for 
me  to  assume. 


1342a  lidivard  W.   Bonis. 

A.  rVankly,  1  should  say,  if  I  were  trying  to  do  what  I 
know  you  are,  acting-  as  a  final  judge  in  the  matter,  I  should 
want  to  put  the  State  accountants  at  work  checking  up  the  mat- 
ter and  not  absolutely  rely  on  ex  parte  evidence  either  <^f  my 
own  or  that  of  the  company.  I  have,  in  fact,  to  take  the  evi- 
dence the  company  has  put  in  without  any  chance  of  checking, 
and  that  is  what  I  read  solely  from  evidence  they  have  put  in. 
It  does  not  seem  that  it  is  possible  to  reach  a  final  conclusion 
without  examining  everywhere. 

Q.  Both  with  respect  to  your  testimony  and  their  testi- 
mony, we  shall  have  to  assume  the  accuracy  of  evidence  un- 
less there  be  something  contrary  to  it  either  in  other  testimony 
or  in  other  sources  of  information. 

Bv  Commissioner  Johnson: — 

O.  To  answer  Governor  Pennypacker's  question  specifi- 
cally, you  do  not  know  what  the  company  has  received  from 
the  issuing  of  stock,  do  you  ? 

A.  I  have  not  that  in  mind.  I  think  that  there  are  some 
exhibits  that  I  have  read  looking  in  that  direction.  I  have 
accepted  them,  and  in  so  doing  I  have  turned  it  about  and  re- 
versed it.  I  have  taken  the  cost  of  the  property  and  sub- 
tracted from  it  what  the  reserves  and  the  surplus,  what  they 
state  they  amount  to — and  it  must  balance  with  the  other  if 
their  exhibits  hang  together — I  approached  it  from  the  reverse 
end,  taking  the  book  cost  and  subtracting  from  it  their  state- 
ments about  surplus  and  reserves  invested.  I  would  not  my- 
self want  to  take  any  study  of  books  and  accounts  without  an 
independent  check  by  independent  auditors.  It  seems  to  me 
there  are  always  things  that  one  gets  hold  of,  while  you  do  not 
impute  bad  motives  at  all,  in  doing  that,  to  those  who  made 
the  exhibits,  yet  an  independent  check  either  by  accountants 
appointed  by  the  cities  or  by  some  of  the  litigants  or  account- 
ants appointed  by  the  Commission,  I  think  would  be  very  de- 
sirable. The  only  evidence  at  hand  is  evidence  of  books  and 
accounts  summarized  by  one  side  to  the  discussion. 

The  Ch.mrman  (Commissioner  Pennypacker")  :  ^'ou 
are  brought  in  as  an  expert  for  that  purpose,  as  I  under- 
stand it.     You  are  presented  by  the  Chamber  of  Commerce 
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as  a  man  familiar  with  figures  and  who  has  made  an  examina- 
tion of  the  testimony  and  that  is  the  Hght  that  we  want  to 
g-et. 

Mr.  French  :  Mr.  Bemis  is  an  expert,  we  consider,  on 
telephone  conditions,  but  he  has  not  necessarily  had  an  op- 
portunity to  go  into  the  books  of  the  company.  He  is  only 
giving  testimony  from  what  the  telephone  company  has  pro- 
duced, not  from  his  own  investigation  of  the  booJ<s. 

AIr.  Swavze  :  Did  he  ask  for  an  opportunity  to  make 
an  investigation  ? 

Mr.  French  :     No. 

Mr.  Marve  :  The  company  has  from  the  beginning  ex- 
pressed to  the  Commission  and  the  gentlemen  representing  the 
Chamber  of  Commerce  its  entire  willingness  and  desire  that 
any  experts  called  before  the  Commission,  be  they  account- 
ants or  engineers,  may  go  to  the  books  and  examine  them. 

The  Chairman  (Commissioner  Pennypacker)  :  That 
is  a  very  fair  statement.  I  have  so  understood,  that  you 
have  offered  the  books  and  papers  for  examination  by  a 
properly  qualified  person. 

Mr.  Marve  :  Yes,  and  furthermore,  back  in  the  month 
of  June,  it  was  announced  to  this  Commission  by  counsel 
for  the  Chamber  of  Commerce  then  that  they  had  already 
employed  Professor  P)emis.  mentioning  him  by  name,  and  he 
asked  for  a  date  for  hearing.     He  has  had  several  months. 

By  Commissioner  Johnson: — 

O.  To  go  back  to  the  development  of  cost  for  a  moment. 
Your  statement,  if  I  understood  it,  was  that  if  the  history 
of  the  company's  finances,  if  its  expenditures  and  revenues 
show  that  the  company  was  able  to  meet  all  expenses  includ- 
ing the  expense  of  getting  new  l)usiness  and  l)uil(ling  up  the 
business,  and  if  it  was  at  the  same  time  able  to  pay  on  an 
average  8%  dividends  on  the  investment  in  the  property,  such 
a  company  could  not  claim  in  addition  to  investment  any  item 
of  value  for  going  value? 

A.  Yes. 

O.  How  have  the  courts  and  commissions  treated  that 
question?    Ls  your  theory  in  accord  with  the  decisions  of  the 
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courts  and  of  the  commissions   or  contrary  to  those   deci- 
sions? 

A.  I  will  answer  frankly  that  the  courts  are  undecided 
and  at  sea  on  the  subject.  There  is  no  authoritative  decision. 
The  United  States  Supreme  Court  has  not  faced  the  issue  in 
just  that  detailed  way  as  yet.  The  nearest  approach  to  it 
was  in  the  case  of  the  Cedar  Rapids  Gas  Company,  which  I 
happened  to  be  in  for  the  City  of  Cedar  Rapids.  That  case 
went  up  to  the  United  States  Supreme  Court  after  a  decision 
in  favor  of  the  City  by  the  Iowa  Supreme  Court,  in  a  deci- 
sion by  the  Iowa  Supreme  Court  in  the  case  of  the  Cedar 
Rapids  Gas  Light  Company  versus  the  City  of  Cedar  Rapids, 
decided  May  4,  1909,  and  published  in  the  Northwestern 
Reporter,  Volume  20,  pages  961  to  1024.  This  decision  in 
favor  of  the  City  of  Cedar  Rapids  went  up  to  the  Supreme 
Court  on  an  appeal  by  the  Cedar  Rapids  Gas  Light  Com- 
pany, and  the  briefs,  which  I  possess,  make  several  charges 
against  the  decision  of  the  Iowa  court.  The  two  or  three 
chief  charges  were  that  they  had  not  allowed  going  value  or 
development  cost  and  had  not  allowed  paving  over  mains 
except  paving  cut  through  in  actually  placing  the  mains 
there.  The  United  States  Supreme  Court  in  its  decision  of 
the  case  of  the  Cedar  Rapids  Gas  Light  Company  versus 
the  City  of  Cedar  Rapids,  decided  March  11,  1912,  and 
pubhshed  in  the  Supreme  Court  Reporter,  Volume  32,  page 
289,  sustained  the  state  Supreme  Court  but  it  does  not — 

Mr.  Swayze:  I  object  to  Professor  Bemis  interpreting 
the  decision.    He  can  refer  to  the  decision  in  the  ruling. 

Commissioner  Johnson:  He  will  be  obliged  to  state 
what  the  court  decided  in  order  to  answer  my  question. 

Mr.  Sw^wze  :  Yes.  if  it  is  a  question  from  the  Com- 
mission. We  had  a  ruling  from  the  Commission  stopping 
us  yesterday  and  this  morning. 

Commissioner  Johnson:     I  was  not  present  then,  I  do 
not  think. 
By  Commissioner  Johnson: — 

O.  What  was  the  decision  of  the  Supreme  Court  on  that 
point? 

A.  The    sentence     reads     as    follows :       "Then     again, 
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although  it  is  argued  that  the  court  exckided  going  vaUie, 
the  court  expressly  took  into  account  the  fact  that  the  plant 
was  in  successful  operation.  What  it  excluded  was  the 
good  will  or  advantage  incident  to  the  possession  of  a 
monopoly,  so  far  as  that  might  be  supposed  to  give  the 
plaintifif  the  power  to  charge  more  than  a  reasonable  price." 
There  has  arisen,  I  may  frankly  say,  a  dispute — 

By  Mr.  Swayze  : — 

O.  Is  that  all  the  court  said? 

A.  That  is  all  as  to  whether  the  Iowa  Supreme  Court, 
which  was  sustained  by  the  Supreme  Court  of  the  United 
States,  had  entirely  rejected  going  value,  but  the  briefs  of 
the  plaintiff  insisted  that  it  had,  and  the  case  was  sustained 
in  favor  of  the  City  of  Cedar  Rapids. 

By  The  Chairman  (Commissioner  Pennypacker)  : — 

O.  You  have  read  those  Supreme  Court  reports,  and 
you  may  give  us  your  thought  as  an  expert  upon  the  ques- 
tions that  are  before  us.  I  do  not  think  you  are  called  upon 
to  tell  us  what  the  opinions  of  the  Supreme  Court  are.  Give 
us  your  view  of  the  situation,  if  you  want  to. 

A.  My  view — I  am  trying  to  answer  the  question,  stick 
closely  to  it.  I  understood  I  was  asked  about  the  decision. 
If  I  was  not,  I  am  out  of  order. 

By  Commissioner  Johnson  : — 

Q.  My  question  did  not  imply  that  you  were  necessarily 
to  go  into  detail,  but  to  make  a  general  answer  as  to  whether 
your  view  was  in  accordance  with  the  decisions  of  the  courts 
or  commissions  or  otherwise. 

A.  It  is  in  accordance.  I  find  nothing  in  the  Supreme 
Court  decisions  or  in  the  decisions  of  the  various  states  which 
as  a  whole — there  are  some  state  decisions  contrary,  but  the 
majority  of  the  state  decisions  do  not  allow  going  value,  or 
when  they  allow  it,  it  is  only  as  capitalization  of  deficits. 
Where  there  were  no  deficits  I  found  nothing  in  the  great 
bulk  of  the  state  decisions  contemplating  a  going  value,  and 
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I  certainly  find  nothing  in  tlie  United  States  Supreme  Court 
decisions. 

Mr.  Swavze:  T  ask  whether  under  that  Hne  we  will  be 
allowed  to  cross-examine  Mr.  liemis  as  to  his  knowledge  of 
all  the  decisions  that  have  passed  ui)on  this  question.  That 
oi)ens  a  wide  door  that  should  be  ari^ued  by  counsel,  I  sup- 
pose. 

Mr.  'J'rjxklk:  The  question  of  the  Commission  may  be 
regarded  as  in  the  nature  of  cross-examination.  It  would  be 
proper  for  you  to  ask  him  that  question.  You  have  asked  him 
such  questions  before. 

Mr.  Swayze  :  I  have  no  objection  to  Professor  Bemis 
expressing  his  opinion  as  to  the  decisions,  but  in  the  last 
analysis  counsel  will  have  to  argue  and  quote  and  bring  before 
the  Commission  for  them  to  pass  on  what  the  decisions  of  the 
courts  are.  Professor  Bemis  picks  out  one  or  two  of  the  de- 
cisions and  he  leaves  the  thing  in  an  incomplete  state.  I  call 
the  attention  of  the  Commission  to  the  fact  that  he  has  not 
quoted,  discussed  or  stated  that  he  is  acquainted  with  the  de- 
cisions in  your  own  State  of  Pennsylvania,  which  I  suppose 
will  be  more  controlling  on  you  than  the  decisions  of  any  other 
state.  He  has  not  stated  that  he  is  acquainted  with,  nor  has 
he  attempted  to  make  himself  acquainted,  although  we  all 
know  that  there  are  decisions  in  the  State  of  Pennsylvania  on 
this  subject.     It  leaves  the  thing  in  a  very  incomplete  state. 

TiTE  Chairman  (Commissioner  Pennypacker)  :  The 
situation  is  perfectly  clear.  In  so  far  as  -\Ir.  Bemis  presents 
his  theory,  he  may  do  that.  He  may  go  further  and  tell  us,  if 
he  choose,  that  in  his  judgment  it  is  in  accordance  with  the  law. 
I  care  nothing  about  that.  The  narration  of  what  w^as  decided 
by  the  Suj-ireme  Court  or  any  other  court  has  no  value  at  all. 

By  Mr.  French  : — 

O.  I  think  you  did  not  quite  finish  your  estimate  of  valua- 
tion of  the  property  of  the  Bell  company  of  Pennsylvania 
based  on  the  records  and  testimony  produced  by  the  company. 
I  think  when  we  took  up  the  subject  of  going  value  you  had 
not  yet  arrived  at  a  final  result  of  your  estimate,  had  you,  of 
the  valuation  of  the  company? 
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A.  On  the  evidence  at  hand  I  place  it  somewhere  between 
thirty-five  miUions  and  forty  milHons  of  dollars  on  which  a 
dividend  or  interest  should  be  earned.  The  property  was 
placed  at  between  forty-one  million  and  forty-six  million  dol- 
lars, the  difference  between  the  thirty-five  million  and  forty 
million  and  forty-one  million  and  forty-six  million,  being  de- 
pendent upon  the  amount  of  surplus  and  depreciation  reserve. 

By  Mr.  Sw^wze  : — 

O.  As  of  what  date? 

A.  August  31,  1912,  the  year  for  which  the  figures  have 
been  quoted  during  this  session. 

By  Commissioner  Johnson: — 

Q.  In  the  testimony  which  was  presented  and  the  valua- 
tion submitted  by  the  Bell  Telephone  Company  there  was  in- 
cluded in  the  statement  certain  property  which  the  company 
owns,  but  which  it  does  not  now  use  in  the  performance  of 
its  service.  In  the  case  of  property  at  Broad  and  Spruce 
Streets,  Philadelphia,  the  company  specifically  set  that  prop- 
erty forth  by  itself  and  called  attention  to  the  fact  that  it  was 
property  which  it  was  not  using,  and  it  was  also  pointed  out 
that  the  company  has  mains  much  more  numerous  and  exten- 
sive than  are  required  for  the  present  performance  of  the 
service.  I  believe  there  are  other  properties  enumerated  in 
the  testimony  that  are  not  devoted  to  public  use.  Should  the 
Commission,  in  your  judgment,  include  in  the  value  of  the 
property  those  items  covered  by  property  not  now  devoted  to 
I)ublic  service  ? 

A.  I  should  answer  the  question  by  dividing  the  property 
into  the  two  classes  which  you  have  mentioned :  one  class  is 
telephone  property  that  will  be  used,  but  has  been  put  in  some- 
what in  advance  of  the  need,  in  anticipation  of  the  need,  such 
as  extra  conduits,  switchboards  and  so  forth.  I  think  they 
are  entitled  to  a  return  on  that,  and  that  is  in  this  computa- 
tion of  a  book  cost  and  of  replacement  value  which  I  have 
been  using.  It  might  be  an  argument  for  a  somewhat  lower 
return,  but  still  it  is  right  to  give  such  return  as  is  necessary 
to  enable  them  to  secure  capital  for  it,  and  in  so  doing  we  are 
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really,  from  the  standpoint  of  a  book  investment  or  cost,  re- 
moving the  necessity  of  allowing  interest  during  the  construc- 
tion in  a  theoretical  development — theory  of  replacement 
value — because  they  are  getting  this  interest  on  all  of  this 
property.  We  are  allowing  that  in  the  computation  from  the 
very  moment  the  property  is  constructed,  the  very  year  in 
which  it  is  put  in.  We  allow  that  to  be  added  to  the  book 
investment  account.  It  has  been  so  added  in  these  computa- 
tions. 

However,  there  would  always  be  understood  some  re- 
striction upon  any  wasteful  expenditures.  If  it  be  shown  by 
competent  engineers  that  they  had  exceeded  good  judgment  by 
any  large  measure  that  should  be  taken  into  account.  I  am 
assuming  that  ordinary  engineering  foresight  has  been  used, 
With  respect  to  buildings  like  those  in  Philadelphia,  I  also 
included  that.  For  lack  of  sufficient  information  I  gave  the 
company  the  benefit  of  any  doubt  on  the  subject.  I  should 
say  the  general  principle  is  in  all  such  cases,  that  property  not 
used  and  useful,  but  which  the  company  has  bought  in  good 
faith  with  the  intention  of  using,  it  has  the  right  to  retain  in 
this  investment  account  for  a  reasonable  period,  which  is  an 
indefinite  term,  of  course,  but  it  cannot  ask  the  right  to  retain 
it  for  a  great  number  of  years.  It  should  be  expected  to  get 
rid  of  it  and  use  the  money  in  its  business,  if  it  is  asking  the 
telephone  subscribers  to  pa}'  a  return  upon  it.  But  a  reason- 
able time  for  the  disposal  of  the  property — whatever  that  may 
be,  and  it  will  vary  very  much  in  different  circumstances — is 
usually  allowed. 

O.  You  have  not  in  your  practical  experience  been  obliged 
to  work  out  a  schedule  of  rates  to  apply  to  cities  of  different 
classes  in  different  parts  of  the  state  after  having  determined 
the  valuation  of  the  entire  property  of  the  telephone  company 
within  the  state,  have  you? 

A.  No.  I  have  had  occasion  to  work  it  out  for  different 
classes  of  telephone  property  in  Chicago,  and  there  were 
twenty  or  thirty  different  classes,  but  not  for  a  state  as  a 
whole  such  as  you  mention. 

The  Chairman  (Commissioner  Pennypacker)  :  Mr. 
Bemis  told  us  yesterday  it  was  possible  in  his  judgment  to 
work  out  that  kind  of  an  investigation. 
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The  Witness  :  I  wish  to  add  to  that,  that  I  doubt  some- 
what the  advisability.  I  doubt  whether  it  is  well  to  take  up 
such  a  matter  except  as  a  litigant  appears,  a  city  or  community, 
or  the  company  and  asks  for  a  change  of  rates,  and  then  I 
should  think  it  might  be — it  must  be  with  regard  to  a  partic- 
ular territor}^  But  for  a  commission  to  take  up  a  re-arrang- 
ing of  all  the  rates  of  a  state,  to  my  mind,  is  assuming  an 
almost  unwise  task,  a  task  of  great  magnitude,  which  seems 
to  me  perhaps  impossible  of  very  successful  accomplishment 
in  any  reasonable  period  of  time.  One  can  take  up  a  par- 
ticular case  in  a  particular  district,  but  to  attempt  to  cover  a 
whole  state,  when  there  are  no  litigants  and  no  city  repre- 
sented and  asking  for  a  change,  might  easily  result  in  over- 
looking any  side  of  the  case  that  was  not  presented  by  the 
company  itself,  and  there  might  be  an  aftermath  of  wide- 
spread trouble  and  complaint. 
By  Commissioner  John.son: — 

O.  Then  you  do  not  know  of  any  guiding  principles  that 
could  be  applied  to  the  solution  of  such  a  problem  to  the 
determination  of  rates  for  cities  of  different  classes? 

A.  I  know  of  no  such  principles  which  have  been  applied. 
There  are  many  different  theories  which  have  been  written  up 
and  discussed,  but  as  a  matter  of  fact  telephone  rates  have 
largely  arisen  as  a  result  of  local  conditions,  of  attempting  to 
get  the  best  from  different  classes  of  a  community ;  the  at- 
tempt to  compete  with  Independent  companies,  small  com- 
panies, and  even  large  ones,  and  there  is  really,  I  suppose,  a 
great  deal  of  truth  in  what  a  telephone  engineer  once  told  me, 
that  they  studied  the  psychology  of  it  chiefly,  how  different 
rates  would  affect  the  various  people  they  might  want  to 
reach. 

By  The  Chairman  (Commissioner  Pennypacker)  : — ■ 

Q.  We  all  recognize  the  difficulty.  As  I  understand  it, 
your  testimony  to  a  considerable  degree  was  a  comparison  of 
telephone  rates  in  Chicago  with  those  in  Pittsburgh.  Now 
if  that  is  possible,  why  is  it  not  possible  to  make  a  comparison 
between  rates  in  Pittsburgh  and  rates  in  Philadelphia?  The 
fact  that  Pittsburgh  and  Philadelphia  are  in  the  same  state 
does  not  make  it  any  more  difficult,  does  it? 
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A.  I  must  somewhat  change  an  impression  which  I  seem 
to  have  produced  unintentionally.  I  do  not  consider  the  rates 
of  any  city  any  great  guide  as  to  the  rates  in  another  city, 
except  as  indicating  a  line  of  development.  That  would  have 
some  weight.  But  the  chief  thing  to  determine  in  any  state 
or  any  city  is  whether  the  company  has  a  larger  revenue  than 
is  reasonable  or  a  smaller  revenue  than  is  reasonable ;  and 
then  comes  the  question  of  re-arranging  those  rates  to  fit 
that  situation.  Until  such  a  situation  is  developed,  to  merely 
take  hold  and  make  a  new  classification  and  make  it  more 
scientific  is  something  that  I  do  not  think  any  commission 
has  ever  started  to  do  in  this  country  or  Europe,  and  it  strikes 
me  it  is  a  Herculean  task. 

By  Mr.  French  : — 

Q.  From  your  investigations  in  this  case,  have  you  ar- 
rived at  any  amount  of  revenue  which  you  think  the  com- 
pany seems  to  be  earning  in  excess  of  what  you  believe  it 
should  earn? 

A.  I  prefer,  without  quoting  exact  figures,  to  say  that  the 
exhibits  here  purport  to  give  earnings  and  the  expenses  by 
years  for  the  last  three  years.  We  have  been  talking  this 
morning  of  the  property  of  The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central  District  Telephone  Company  de- 
voted to  public  use  in  the  State  of  Pennsylvania  as  sliown  on 
page  116b,  and  the  figures  which  we  have  been  discussing 
relative  to  investment  have  applied  to  that  situation.  As  I  un- 
derstand it,  page  278b,  Exhibit  3X.  purports  to  give  informa- 
tion regarding  expenses  for  the  same  properties,  and  for  the 
year  1912  it  is  given  as  $10,885,872.90. 

Q.  That  is  gross  earnings? 

A.  That  is  the  total  expenses.  That  includes  an  allow- 
ance for  depreciation  of  plant  of  $2,947,702.  which  was  larger 
than  the  depreciation  which  I  worked  out  this  morning  apply- 
ing the  company's  figures  of  depreciation  to  the  book  cost. 
That  was  $2,680,491.  That  was  in  some  of  the  evidence  that 
I  gave  this  morning. 

By  Mr.  M.\rve: — 

Q.  As  of  what  date? 
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A.  That  was  for  the  year  1912.  This  figure  I  have  re- 
peated is  a  figure  I  gave  in  evidence  a  while  ago,  based  on 
applying  as  I  stated  the  percentages  of  the  depreciation  which 
you  had  used  to  the  book  cost  given  on  page  116b. 

O.  What  is  the  date  of  that? 

A.  That  is  1912. 

O.  What  date? 

A.  August  31,  1912. 

O.  \\  hat  is  the  date  of  the  expenses? 

A.  The  calendar  year  1912.  That  is  the  second  column, 
page  278.  The  column  is  headed  1912,  and  it  refers  to  it  as 
the  year  1912,  so  I  have  assumed  it  to  be  correct  that  way. 

O.  You  are  comparing  the  depreciation  for  the  entire 
year  with  the  figure  of  August  31,  1912? 

A.  Yes.  The  depreciation  would  naturally  be  reckoned 
on  the  average  investment  of  the  year.  By  August  it  would 
perhaps  be  more  nearly  correct  than  by  taking  the  investment 
as  of  an  earlier  month,  say  July.  By  taking  it  like  that,  it 
would  vary  with  evidence  as  to  when  half  of  the  new  invest- 
ment of  the  year  had  been  put  in.  By  taking  August  31, 
which  you  have  adopted,  the  only  date  at  hand,  I  assumed 
that  one  had  gotten  the  average  investment  of  that  year 
and  a  little  more  probably.  That  same  figure  for  expense, 
278b,  of  $10,885,872.90,  not  only  included  this  larger  depre- 
ciation of  $267,000,  larger  than  would  be  obtained  by  apply- 
ing the  same  percentages  to  the  book  cost,  but  it  included  the 
payment  to  the  American  Telephone  &  Telegraph  Company 
of  the  AlAfc.  That  was  given  in  one  of  the  exhibits.  That 
is  on  the  next  page,  page  279b.  It  is  given  for  1913,  as  licensee 
revenue  for  the  Bell  System,  $663,617.86;  for  1912  I  think 
some  exhibit  gives  it  and  I  think  it  is  about  $614,000.  Here 
on  page  278b  it  is  combined  with  certain  other  rights.  No,  it 
is  given  here  separately.  Bell  System,  item  26,  $614,292.04- 
That  is  1912.  If  that  is  too  high  by  over  $200,000,  as  I  believe 
it  is,  then  there  would  be  a  further  reduction,  making  the 
operating  expenses  not  $10,885,872.90,  but  a  figure  lower  by 
over  $400,000  for  the  two  items. 
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By  the  Chairman   (Commissioner  Pennypacker)  : — 

O.  Why  is  that  too  high  by  $200,000,  that  item  of  $614,- 
292? 

A.  Because  it  represents — it  is  a  payment  of  4j/^%  on 
the  gross  receipts  of  the  company.  It  is  a  payment  to  the 
American  Telephone  &  Telegraph  Company,  which  owns 
nearly  all  of  the  stock  of  the  Bell  com|)anies  in  Pennsylvania. 

By  Mr.  Marye:— 

O.  Are  you  stating  that  as  a  fact? 

A.  It  is  in  the  evidence  to  that  effect,  that  the  American 
Telephone  &  Telegraph  Company  controls  by  ownership  of 
a  large  portion  of  stock,  controls  the  Bell  companies  in  every 
district  in  the  United  States,  including  Pennsylvania.  That  is 
not  in  dispute  so  far  as  I  have  ever  been  able  to  ascertain. 
I  have  talked  with  the  directors  of  the  American  Telephone  & 
Telegraph  Company. 

By  Mr.  Swavze  : — • 

Q.  Did  you  read  the  record  on  that  point? 

A.  Yes. 

O.  In  this  particular  case? 

A.  I  did  not  find  any  dispute  on  that  here,  that  the 
American  Telephone  &  Telegraph  Company,  it  may  be  through 
ownership  of  the  New  York  Company,  but  ultimately  it  con- 
trols and  absolutely  owns — 

O.  What  is  the  fact  that  you  read  in  the  record?  You 
are  stating  things  on  the  record  which  you  purport  to  quote 
from  the  former  record. 

A.  I  am  not  quoting  it  exactly,  but  that  is  the  substance 
of  it,  absolutely  the  substance  of  it,  that  the  American  Tele- 
phone &  Telegraph  Company  entirely  controls  the  Bell  com- 
pany of  every  state  in  the  United  States. 

O.  That  is  not  so.    That  is  not  in  the  record. 

A.  I  state  it  as  a  fact  all  the  same. 

O.  That  is  not  a  fact.  It  is  not  true  that  all  the  Bell 
companies  in  the  United  States  are  absolutely  controlled  by 
the  American  Telephone  &  Telegraph  Company. 
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By  Mr.  Marye:— 

O.  Do  you  know  the  situation  in  Cincinnati  with  regard 
to  the  Cincinnati  Suburban  Company? 

A.  Yes. 

O.  Do  you  know  w'ho  owns  that  stock? 

A.  There  is  one  or  tw^o  sHght  exceptions. 

O.  Do  3^ou  know  the  situation  with  regard  to  the  South- 
ern New^  England  Company? 

(Objected  to  by  Mr.  French  as  not  the  time  to  cross- 
examine  the  witness.) 

A.  I  beHeve  that  there  are  two  or  three  minor  excep- 
tions, and  that  my  statement  was  a  little  too  sweeping.  There 
are  only  two  or  three  minor  exceptions  to  that  statement. 
There  is  no  doubt  that  this  company  is  controlled  by  the 
American  Telephone  &  Telegraph  Company  either  directly  or 
indirectly,  through  ownership  of  stock.  This  4^%  is  paid  to 
this  company  4^%  of  gross  receipts.  I  attempted  to  say 
yesterday  that  the  position  that  I  took  in  the  Chicago  case, 
which  is  also  taken  by  the  California  Commission  more  recently 
in  the  telephone  case  at  San  Jose,  California,  was  that  not  over 
2^%  represents  any  interest  of  the  American  Telephone  & 
Telegraph  Company  for  services  rendered,  the  services  con- 
sisting of  three  things,  primarily :  first,  the  renting,  keeping 
in  good  repair  of  the  telephone  transmitter,  receiver  and  in- 
duction coil ;  secondly,  the  use  of  some  patents ;  and  thirdly, 
engineering,  legal  and  other  services  from  time  to  time  by  the 
parent  company  to  the  local  company.  I  took  the  ground  that 
the  2^/2%  allowed  by  the  California  Commission  recently  in 
two  hearings — they  first  decided  it  and  then  there  was  a 
further  hearing  demanded,  and  it  was  re-investigated  and 
again  decided  this  year — w^as  a  figure  which  I  endorsed  and 
a  position  which  I  had  already  taken  in  the  Chicago  case. 
This  transmitter,  receiver  and  induction  coil  represents  less 
than  three  dollars  in  investment.  I  cannot  find  out  how 
much  the  cost  of  that  is.  I  asked  in  the  Chicago  investiga- 
tion to  be  allowed  to  see  the  books  of  the  cost.    . 

The  Chairman  (Commissioner  Pennypacker)  :  If  you 
could  not  find  out,  do  not  tell  it. 
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The  Witness:  1  know  it  is  being  sold  for  less  than  three 
dollars  by  the  competing  company. 

By  Mr.  Svvavze  : — 

Q.  Is  the  sale  under  the  same  circumstances  as  the  sup- 
ply, of  the  same  instrumentality,  to  the  operating  depart- 
luent  of  the  Bell  company?  "Jliere  is  a  very  serious  dis- 
tinction right  there. 

A.  Where  it  is  sold  outright,  there  is  not  the  same 
contract  to  keep  it  in  repair. 

O.  Are  there  the  same  privileges  in  regard  to  replace- 
ment and  so  forth? 

A.  No. 

O.  There  are  other  dififerences,  are  there  not,  as  to  insur- 
ance ? 

A.  I  allowed  in  my  testimony  yesterday  a  little  over 
20%  of  this  $2.80  to  cover  all  these  items,  and  it  amounted  to 
less  than  60  cents.  I  quoted  the  Wisconsin  Commission  as 
having  taken  the  same  position.  I  was  asked,  for  I  had 
quoted  it,  where  I  found  it.  and  I  found  it  had  been  quoted  in 
the  supplemental  printed  report,  page  26;  therefore  I  quoted 
from  the  Wisconsin  Railroad  Commission  of  April  21,  1911, 
volume  6  of  the  Wisconsin  Reports,  page  508.  When  dis- 
cussing this  item  in  the  case  before  the  Commission,  it  was 
held  that  51  cents,  w^ith  a  few  cents  added  for  repairs,  comes 
very  close  to  representing  the  normal  annual  charge  for  this 
particular  equipment.  That  was  in,  I  believe,  the  case  of 
the  W'atertown  Telephone  Company,  Wisconsin. 

By  Mr.  Marye: — 

O.  Is  that  the  case  that  you  quoted  as  authority,  the 
\\'isconsin  Commission  as  to  your  position  on  the  whole 
proposition? 

A.  No,  on  the  50  cents — between  50  and  60 — for  the 
transmitter,  receiver  and  induction  coil. 

Mr.  Marve:  1  will  have  to  cross-examine  Professor 
Bemis  upon  my  recollection  of  his  testimony. 
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By  Tpie  Chairman  (Commissioner  Pennypacker)  : — - 

Q.  Have  you  finished  your  statement  as  to  what  con- 
stitutes that  $200,000? 

A.  Yes.  I  do  not  know  that  I  made  it  clear  that  I  con- 
sidered that  the  value  to  the  company  receiving  the  service 
may  be  greater,  that  it  may  be  as  great  as  they  claim  here, 
but  I  do  not  think  a  commission  could  very  well  determine 
the  reasonableness  of  the  charge  without  they  considered  the 
reasonableness  of  the  cost  to  the  company  furnishing  the  serv- 
ice, the  company  that  owns  nearly  all  of  the  stock  of  these 
companies,  and  I  believe  that  the  amount  paid,  which  is  a 
form  of  dividend  and  is  not  an  operating  expense,  and  should 
not  be  included,  to  the  extent  of  about  $200,000.  That 
finishes  it. 

I  had  not  answered  the  question,  however,  that  that  was 
the  one  side  of  the  shield,  the  expenses.  The  other  side — to 
complete  my  reply  to  Mr.  French's  question — is  the  revenue. 
Now  the  revenue  is  given  for  The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central  District  Telephone  Company  on 
page  270b.  Exhibit  3T,  for  1912 ;  the  exchange  revenue  and 
toll  revenue,  or  the  total  telephone  revenue,  is  given  at  $14,- 
330,644.88.  Substracting  from  that  the  total  expenses  as  re- 
ported by  the  company,  without  any  deductions  of  $10,885,872, 
and  there  is  left  as  the  net  profit,  after  paying  taxes  and  this 
rental  to  the  Ajnerican  Telephone  &  Telegraph  Company,  and 
all  their  claims  for  depreciation,  $3,444,767.98.  If  then  a  re- 
duction be  made  from  the  legitimate  or  reasonable  expenses  on 
account  of  the  correction  I  have  made  in  the  allowance  for 
depreciation  and  for  the  royalty  to  the  Bell  System,  that  $3,- 
444.767.98,  would  be  raised  to  about  $3,900,000.  and  that  is  a 
return  on  the  thirty-five  to  forty  million  dollars  of  investment 
less  depreciation  of  from  9%  to  11%.  That  seems  to  be  too 
large  for  a  reasonable  return  on  the  entire  investment,  part 
of  which  is  obtained  by  the  sale  of  5%  bonds. 
By  The  Chairman  (Commissioner  Pennypacker)  : — 

Q.  What  would  be  a  reasonable  return  in  your  judgment? 

A.  I  think  a  return,  as  I  have  already  stated  yesterday, 
rf  6j/%  to  a  margin  of  6^  2  to  7.  might  be  conceded.  Vut  some- 
where in  that  nei'.hborhood.     Tliat  would  mean  the  c(|'.iiva!(  n: 
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of  5%  on  half  of  it,  which  could  be  assumed  to  be  in  bonds, 
arid  7%  on  ihc  other  half,  presumably  in  stock,  and  1%  for 
suri)lus  on  the  stock  or  the  equivalent  of. 8%  on  stock,  or  an 
average  of  6^^  would  seem  to  me  to  be  reasonable  in  an 
old  and  established  community  in  the  Eastern  States  for  such 
an  enterprise  as  this. 

O.  ^"ou  think  a  reasonable  return  would  be  6%  to  7%  ? 

A.  That  is  my  belief. 

O.  And  you  have  found  in  your  judgment  that  the  actual 
return  is  9%  to  11%? 

A.  Yes. 

Bv  Mr.  French  : — 

Q.  How  much  actual  money  does  that  amount  to,  the 
difference  between  what  you  consider  a  fair  return,  about 
7%,  and  the  return  obtained  by  the  telephone  company  based 
on  the  valuation  which  you  have  estimated? 

A.  It  is  over  seven  hundred  thousand  dollars,  and  would 
run  up  to  a  million,  according  to  how  much  is  conceded  to  the 
company  for  matters  that  are  in  doubt;  but  it  would  be  over 
seven  hundred  thousand  dollars. 

O.  You  mean,  then,  that  based  on  your  study  and  esti- 
mate of  a  fair  value,  each  year  the  telephone  company  is  ob- 
taining between  seven  hundred  thousand  dollars  and  a  million 
dollars  excess  profits  from  the  State  of  Pennsylvania? 

A.  That  is  my  interpretation  of  it,  yes. 

Q.  As  a  practical  matter,  if  the  Commission  should  take 
that  view,  that  the  company  was  getting  excess  profits,  how 
would  it  be  possible  to  distribute  that  amount  in  your  judg- 
ment ? 

A.  I  think  it  would  come  up  in  cases  of  investigation  of 
particular  rates  and  particular  places.  I  should  doubt  the 
propriety  of  trying  to  distribute  it  just  yet  until  it  comes  up 
in  connection — I  should  distribute  it  in  the  places  where  the 
profits  are  the  greatest,  and  that  would  develop  in  cases  of 
investigation  where  particular  litigants  came  forward,  par- 
ticularly in  such  cities,  communities  or  counties,  and  some  of 
them  would  not  be  entitled  to  any  reduction. 

O.  Would  it  be  fair  in  your  judgment  and  proper  to  dis- 
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tribute  such  excess  by  making  through  the  State  of  Penn- 
syh^ania  a  flat  cut  of  different  rates? 

A.  I  do  not  think  that  would  be  the  wisest  scheme. 

O.  In  your  judgment  would  it  be  the  fair  and  proper 
scheme  ? 

A.  I  do  not  know  that  there  would  be  any  essential  un- 
fairness, but  in  any  change  in  rates  I  think  it  is  w^ell  to  take 
into  account  what  effect  the  rates  will  have  on  the  develop- 
ment of  the  service  and  the  tapping  of  sources  of  income, 
tapping  new  sources  and  the  development  of  the  old.  The 
great  point  is  to  make  a  reduction  in  the  way  which  will  help 
the  most  and  yet  stimulate  the  growth  in  the  profitable  features 
of  the  service,  so  that  you  are  not  stimulating  so  much  the 
growth  of  the  most  unprofitable,  but  you  are  stimulating 
growth  along  the  lines  which  careful  investigation — which  I 
do  not  think  I  would  be  prepared  to  state  offhand — would  in- 
dicate was  the  wisest  for  the  entire  situation.  I  think  there 
the  matter  should  be  canvassed  very  thoroughly.  It  is  quite 
a  big  undertaking. 

O.  You  have  stated  that  you  thought  that  these  what  you 
term  excess  profits  should  be  distributed,  if  there  was  to  be 
a  distribution,  in  the  places  where  the  excess  profits  were 
chiefly  obtained.     Will  you  develop  that  idea  a  little  further? 

A.  Those  are  the  communities  where  a  reduction  will  be 
accompanied  with  less  loss  to  the  company ;  it  will  enable  the 
service  to  be  extended  to  classes  of  telephone  users  not  using 
the  'phone  now.  and  will  not  increase  the  opportunity  and 
temptation  to  use  where  they  are  now  using.  I  do  not  know 
that  I  can  do  any  more  than  to  say  that  it  looks  to  me  as 
almost  a  self-evident  proposition. 

Q.  Have  you  any  other  criticisms  of  exhibits  or  any  sug- 
gestions that  you  would  like  to  make  and  which  you  think 
would  throw^  light  upon  this  subject? 

A.  There  is  a  point  I  wanted  to  bring  up.  On  page  85b, 
Exhibit  liP),  there  is  presented  an  investment  according  to 
the  books  of  August  31,  1912,  and  August  31,  1913.  Although 
the  w^orking  capital  is  not  exactly  found  in  just  that  form  on 
the  books,  it  is  an  estimate  based  on  some  interpretation  of 
the  books.     But  leaving  out  that  minor  exception,  those  two 
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rei^rcscnt  llie  change  that  the  books  are  supposed  to  show.  On 
August  31.  1912,  the  total  was  $51,798,938— that  is  new,  with- 
out depreciation — and  the  close  of  the  next  year  $55,159,292, 
a  growth  of  $4,360,354. 

P>Y  TiiR  Chairman  (Commissioner  Pennypacker)  : — 

O.  There  is  something  wrong  in  tiiat  subtraction,  isn't 
there? 

A.  It  is  $3,360,354.  1  have  not  yet  found  the  reference. 
I  have  the  figures  before  me — I  think  I  now  have  the  refer- 
ence that  I  wanted.  On  page  42b,  Exhibit  N,  the  replace- 
ment value  of  the  plant  is  given  as  $54,654,231  as  of  August 
31,  1912.  The  net  increase  up  to  August  31,  1913,  is  given  on 
the  next  page,  page  43b.  as  $3,404,836.  The  increase  is  ob- 
tained, however,  with  an  increase  in  the  cost  of  establishing 
business,  of  the  ditlerence  between  the  figure  given  in  42b 
of  $15,385,876.  and  the  amount  given  in  43b,  $15,533,932, 
an  increase  of  $145,056,  or  4.35%.  The  increase  of  plant 
of  $3,404,856  was  obtained,  according  to  the  testimony 
in  these  exhibits,  at  an  expense  for  selling  service  of  4.359c, 
or  cost  of  establishing  business  of  that  amount.  But  the 
company  has  claimed,  page  116b.  Exhibit  TT,  that  to 
obtain  a  plant  up  to  August  31,  1912,  of  $54,654,281  there 
was  required  a  development  cost  of  $15,385,876,  or  28.15%. 
The  fact  that  business  is  now  increasing  at  an  expense  of  only 
4.35%,  and  that  an  expense,  as  I  understand  the  testimony, 
has  been  charged  in  the  past  and  probably  now  to  operating 
expenses,  is  to  my  mind  another  comment  on  the  allowance 
of  28.15%  for  developing  business  in  the  past.  And  right 
there  is  another  very  important  confirmation  of  the  theory  of 
cost.  I  have  never  understood  that  the  claim  was  made  that 
after  an  appraisal  for  the  purpose  of  fixing  rates,  even  if 
it  be  an  appraisal  on  the  cost  of  reproduction,  that  it  was 
]>roposed  to  have  a  new  appraisal  everv  three  or  four  years, 
every  time  the  rates  came  up  for  adjustment,  if  they  should 
come  up  that  often ;  but  the  general  way  it  has  been  put  all 
over  the  country  is,  that  having  once  got  a  reproduction  cost, 
the  advocates  of  it  would  then  fall  back  on  the  actual  cost 
for  all  increases.     1  do  not  see.  therefore,  whv  thcv  are  not 
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attacking  the  validity  of  the  theory  of  investment  in  so  doing. 
I  do  not  see  why  we  cannot  use  it  for  the  past  as  well  as  for 
the  future. 

O.  Do  I  understand  you  to  say  that  that  increase  repre- 
sents expenses  and  not  additions  to  plant?  Apparently  on  the 
face  of  it,  it  would  be  additions  to  plant.  For  instance,  the  land 
has  increased  $250,253.  I  should  assume  that  that  meant  the 
purchase  of  additional  land,  but  that  is  not  correct,  is  it? 

A.  What  page  is  that? 

Q.  43b. 

A.  This  represents  for  the  first  column  the  replacement 
value  and  not  the  cost;  but  the  second  column,  the  net  increase, 
represents  the  purchase  of  ground,  $250,253. 

O.  That  is  what  I  would  suppose,  it  represents  the  pur- 
chase of  ground? 

A.  It  does. 

O.  Did  I  understand  you  to  say  that  it  was  4^%  that 
they  were  paying  to  somebody? 

A.  They  have  purchased  that.  They  have  increased  their 
property  by  $3,404,856.  Now  I  say  that  that  increase  of  plant 
has  been  accompanied  by  an  increased  cost  of  establishing  the 
business  of  only  the  difference  between  $15,385,376  on  the 
previous  page  and  $15,533,932  on  page  43b,  and  that  that  is 
an  increase  of  only  $145,056  or  4.35%  of  the  figure  we  started 
with,  $15,385,876. 

O.  So  that  the  great  bulk  of  that  increase  does  not  rep- 
resent additional  purchase? 

A.  Excuse  me,  I  want  to  change  that.  That  $148,056  is 
4.35%,  I  W'ould  say,  of  $3,404,856.  In  other  words,  in  order 
to  increase  their  plant  investment  $3,404,856,  they  had  to  spend 
according  to  their  statement,  in  establishing  business  only 
4.35%  or  $148,056.  But  on  page  116  they  claim  that  in  estab- 
lishing the  plant  as  it  was  on  August  31,  1912.  they  had  spent 
28%,  or  would  spend  it — they  had  not  spent  it,  but  they  esti- 
mate that  that  would  be  the  development  cost  to-day  on  the 
replacement  theory. 

Bv  Commissioner  Johnson: — 

O.  I  would  like  to  ask  the  object  of  the  fund  that  is  laid 


1560a  Edzvard  IV.  Bemis. 

aside.  You  said  a  moment  ago  that  two  hundred  thousand 
dollars  was  put  aside  as  a  depreciation  fund.  What  is  your 
definition  of  the  depreciation  fund  and  the  object  of  the  depre- 
ciation fund? 

A.  The  object  is  a  legitimate  one.  It  is  to  keep  the  in- 
vestment intact,  to  keep  the  investment  always  equal  to  its 
cost. 

Q.  High  efficiency? 

A.  And  it  is  not  solely  for  the  efficiency.  That  is  what 
will  accompany  it,  I  believe.  That  is  one  feature.  I  think 
the  primary  feature  is  to  keep  the  investment  of  the  stock- 
holder and  the  bondholder  intact,  so  that  he  will  always 
have  the  amount  of  money  in  the  property  which  he  put  in ; 
that  is,  the  value  of  the  property  will  remain  the  same  as 
his  investment.  You  start  the  property  new  and  have  it 
grow  rapidly,  and  you  do  not  have  to  renew  it  every  year, 
and  in  order  therefore,  to  have  the  property  always  worth 
what  it  cost,  you  have  got  to  build  extensions.  Those  exten- 
sions are,  so  far  as  they  merely  keep  the  value  up  to  what 
you  put  in  originally,  not  an  increase  of  investment,  but  is 
paid  for  and  should  be  paid  for  by  the  subscriber  to  keep 
the  property  intact. 

Suppose  that  we  start  with  a  property  worth  $10,000,000. 
Suppose  we  say  it  depreciates  5%  the  first  year.  W'e  then 
have  at  the  end  of  the  first  year  a  property  that  cost  $10,000,- 
000,  which  is  worth  $9,500,000.  Its  replacement  cost  new, 
however,  we  would  still  call  $10,000,000.  We  want  to  keep 
the  $10,000,000  there  for  the  benefit  of  the  stock-  and  bond- 
holders who  put  it  in  and  we  build  $500,000  worth  of  exten- 
sions out  of  what  we  charge  the  subscriber.  W^e  have  now  a 
property  that  cost  $10,500,000,  but  its  value  presumably  is 
still  $10,000,000,  of  which  $9,500,000  is  the  value  of  that 
which  Avas  first  put  in  and  $500,000  is  the  depreciation  reser^-e 
which  has  gone  into  extensions  to  balance  the  depreciation. 
It  seems  to  me  that  if  we  are  discussing  investment  in  the 
company,  the  way  as  I  understand  the  books  are  kept,  they 
do  not  write  down  that  $10,000,000  every  year  by  5%  in  my 
illustration,  and  say  that  the  investment  at  the  end  of  the  first 
year  on  the  original  property   was  $9,500,000,   but  that  the 
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investment  is  still  $10,000,000  plus  $500,000.  They  have  a 
nominal  book  investment  of  $10,500,000,  but  of  that  amount 
$500,000  was  obtained  by  the  subscriber  and  on  that  he  is 
entitled  to  no  interest,  but  he  is  entitled  to  interest  on  the 
$10,000,000  which  he  put  in.  The  $500,000  balances  the  real 
investment.     It  does  not  appear  on  the  books  as  $10,000,000. 

O.  You  stated  that  that  should  be  based  upon  the  cost 
value? 

A.  Yes. 

Q.  That  is  for  the  purpose  of  replacing  certain  units 
that  might  deteriorate  or  become  obsolescent? 

A.  Yes. 

Q.  Would  it  be  right  to  base  that  upon  a  cost,  say, 
twenty-five  years  ago,  when  to-day  it  would  cost  perhaps 
50%  more  or  perhaps  double  to  replace  those  units? 

A.  Yes,  because  we  can  have  that,  and  the  American 
plan  accompanies  this  with  the  fact  that  when  they  do 
renew  they  charge  to  capital  account  the  excess  in  the  new 
property  over  the  old. 

Suppose  they  are  scrapping  a  piece  of  property  that  cost 
$100,000  and  putting  in  an  identical  piece  of  property  that 
would  now  cost  $125,000.  they  would  charge  that  $100,000. 
pay  for  that  out  of  the  renewal  funds,  and  $25,000  out  of 
capital  account.  They  would  take  $100,000  out  of  capital 
and  put  $125,000  in,  and  the  capital  account  would  now 
properly  stand  at  $125,000.  That  is  what  the  Interstate 
Commerce  Commission  requires  now  in  the  case  of  rail- 
roads. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.  I  do  not  suppose  we  could  help  the  fact  that  they 
bought  thirty  years  ago.  If  they  did  buy  it  then,  that  is 
the  time  they  paid  for  it,  and  it  is  very  sure  that  if  they 
bought  it  now  they  would  pay  less  for  it  now^  than  they  did 
thirt}'  years  ago? 

A.  Yes. 

Q.  No  dispute  about  those  propositions? 

A.  No.  The  average  age  of  telephone  property  is 
thirty  years. 
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(J.  If  you  were  lo  buy  it  new  now,  you  w<hi1(1  have  to 
buy  the  materials  now,  that  is  correct,  isn't  it? 

A.  They  put  into  the  fund  the  new  price  when  they 
buy  or  renew.  A\'e  are  not  asking  the  company  to  suffer 
the  loss  which  would  take  out  the  capital  of  the  old  and 
])ut  in  the  new. 

By  Commissioner  Johnson  : — 

Q.  The  capital  at  any  time  should  represent  the  actual 
cost  ? 

A,  Yes.  There  is  no  robbery  of  the  stockholder  on  ac- 
count of  the  change  of  prices. 

Bv  Mr.  Marve:— 

O.  You  think  we  do  it  correctly,  do  you  ? 

A.  So  far  as  I  understand  your  practice,  I  think  you  do. 
I  might  say  that  there  has  been  some  testimony  here  to  the 
efifect  that  in  renewing  the  old  property  the  cost  of  the  old 
property  has  not  always  been  clear  on  the  books,  and  the  cost 
has  been  estimated  and  it  sometimes  may  have  been  estimated 
too  high  and  therefore  too  much  taken  out  of  the  reserve  and 
too  little  added  to  capital  through  the  renewal.  Therefore 
the  book  cost  to-day  may  be  somewhat  lower  than  it  should 
be  on  the  application  of  the  theory  that  the  company  has  been 
trying  to  follow.  As  far  as  that  may  be  true,  the  correspond- 
ing statement  is  true,  that  the  amount  taken  out  of  the  depre- 
ciation reserve  has  been  too  large,  and  any  conclusions  based 
on  the  fact  that  the  company  has  used  less  than  9%  might 
be  wrong  and  w^e  should  argue  that  they  perhaps  had  used 
less  than  8.  You  cannot  re-write  your  estimates  or  books 
with  the  theory  of  correcting  one  thing  without  making 
corresponding  corrections  in  the  other. 

Q.  Are  we  to  understand  that  you  corrected  the  books 
for  that  reason? 

A.  I  understood  that  the  Commission  was  asked  to  take 
into  account  the  fact  that  the  book  investment  should  be  in- 
creased. If  the  Commission  does  take  that  into  account,  it 
must  also  take  into  account  that  the  depreciation  reserve  must 
be  decreased  proportionately.  The  result,  considering  all 
things,  would  not  be  altered. 
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Q.  The  depreciation  reserve  fund  is  always  taken  out  of 
the  earnings? 

A.  Yes. 

Q.  A  statement  was  made  on  the  assumption  that  the 
depreciation  reserve  was  built  up  according  to  our  best  ex- 
perience;  the  statement  of  the  General  Auditor  of  the  com- 
pany is  based  on  the  assumption  that  our  depreciation  reserve 
was  as  near  correct  as  we  could  make  it? 

A.  Yes. 

O.  Do  you  understand  that  the  General  Auditor  has  stated 
that  the  books  were  not  correct,  the  books  as  shown,  the 
vahies  as  we  carried  them  on  the  books  were  not  correct  ? 

A.  I  understood  the  testimony  from  whoever  gave  it  to 
be  that  the  book  cost  might  not  be  quite  high  enough,  as 
shown  by  the  books,  because  they  had  charged  ofif  too  much 
and  taken  out  of  the  renewal  fund  too  much,  because  some- 
times they  did  not  know  the  actual  cost. 

Q.  Didn't  he  say  that  he  would  not  be  willing  to  testify 
that  the  books  did  in  fact  show  the  actual  cost  because  of  that 
uncertainty  ? 

A.  Yes. 

Q.  Not  that  he  would  change  the  books  ? 

A.  No,  but  I  say,  if  the  Commission  should  change  their 
interpretation  of  the  record  and  assume  that  an  allowance  must 
be  made  on  one  side  of  the  ledger,  they  must  make  a  similar 
one  on  the  other. 

O.  Did  you  understand  that  the  company  through  its  Gen- 
eral Auditor  made  that  suggestion? 

A.  I  understand  that  the  suggestion  was  thrown  out  that 
perhaps  the  book  cost  was  a  little  low,  perhaps  so  for  this  pos- 
sible reason,  I  say.  and  other  possible  reasons  were  given  by 
the  witness  yesterday  morning,  that  they  had  not  charged  to 
construction  some  items  that  perhaps  should  be  charged. 

Q.  Was  he  talking  about  cost,  the  witness  yesterday? 

A.  Yes,  and  as  I  understood  it  they  were  talking  about 
how  the  charges  got  into  their  books  of  cost  and  that  the 
result  had  been  to  put  into  operating  expenses  some  things  that 
might  conceivably  be  put  into  construction.  So  far  as  that 
suggestion  went  anywhere,  it  seemed  to  go  to  the  point  of 
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saying  that  the  contribution  that  we  have  been  talking  about, 
if  we  are  talking  about  investment  cost  from  the  books,  might 
have  to  be  raised  a  little. 

Q.  But  he  was  talking  about  comparing  the  expenses  as 
he  put  them  with  Mr.  Hayward's  estimate  of  the  replacement 
value  of  it? 

A.  Yes. 

Q.  Not  with  the  book  cost. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.  The  way  to  correct  that  would  be  to  take  that  out  of 

operating  expenses  and  put  it  into  capital? 

A.  Yes.     The  moment  you  do  that  you  have  to  make  a 

corresponding  reduction  in  operating  expenses. 

By  Mr.  Marye  : — 

Q.  Isn't  that  what  he  did? 

A.  If  he  did,  it  was  all  right.  It  should  be  done,  that 
is  all. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.  In  the  application  of  the  replacement  value  did  they 
take  into  consideration  depreciation? 

A.  Yes. 

Q,  Why  should  that  be  done  if  there  was  a  replacement? 
Why  should  we  look  at  depreciation  at  all  if  we  are  consid- 
ering it  from  the  point  of  view  of  replacing? 

A.  You  are  asking  me  why  those  who  believe  so  fully  in 
the  replacement  theory  do  that.  Some  of  them  contend  that 
there  should  be  no  depreciation  taken  off  except  that  which 
is  indicated  by  wear. 

Q.  Take  that  which  is  indicated  by  wear ;  it  would  not  be 
replaced  until  worn,  would  it? 

A.  No.  I  think  they  ought  to  take  it  ofif,  speaking  now 
for  those  who  do  it.  because,  in  the  first  place  it  seems  that, 
having  charged  in  the  past  a  fund  to  take  care  of  depreciation, 
having  had  the  consumer  or  subscriber  pay  for  meeting  this 
loss,  it  w^ould  not  be  fair  not  to  deduct  it  from  the  replacement 
value  new.     Then  I  think  that  the  attitude  of  the  Supreme 
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Court  in  the  Knoxville  Water  Case  and  Minnesota  Rate  Case 
lias  been  to  the  effect  that  depreciation  must  be  deducted. 

By  Mr.  ]\Iarye: — 

Q.  Explain  what  you  mean  by  depreciation  ?  What  is  to 
be  deducted?  That  is  the  point,  as  I  understood,  in  the  Gov- 
ernor's question.  What  do  you  deduct  from  the  estimate  of 
the  replacement  value ':  Do  you  deduct  an  estimate  of  accrued 
depreciation  or  the  fund  that  was  taken  out  for  depreciation, 
and  if  either,  why? 

A.  The  fund  that  has  been  deducted  by  the  company  is 
such  a  fund  as  would  ha\'e  been  accumulated  if  the  property 
had  cost  what  they  now  think  it  would  cost  to  replace  it  and 
if  it  had  lasted  as  long  as  they  believe  it  has  lasted,  as  the  actual 
property  has  lasted,  and  had  the  life  which  the  actual  property 
they  believe  has  had.  They  in  other  words,  assume :  this 
property  is  new;  this  switchboard  is  new,  in  our  theory  of 
replacing  cost,  though  the  actual  switchboards  that  the  com- 
pany has  are  perhaps  four  years  old ;  switchboards,  in  the 
experience  of  the  company,  have  had  an  average  life  before 
they  have  been  thrown  away  of  a  certain  number  of  years,  and 
four  years  of  that  have  elapsed,  therefore  we  will  take  off  from 
the  value  new  such  a  proportion  of  the  replacement  value  as 
the  four  years  of  actual  age  bears  to  the  total  life  that  we  in 
our  experience  have  found  that  switchboards  have. 

Q.  Are  you  stating  that  as  the  position  of  the  company? 

A.  I  am  using  switchboards  as  an  illustration,  and  the 
same  would  apply  to  conduits,  cables  or  buildings. 

Q.  Are  you  stating-  that  as  the  position  of  the  telephone 
company  ? 

A.  That  is  the  common  way  of  treating  replacement  cost. 

Q.  I  am  not  cross-examining  you.  I  want  to  understand 
what  you  mean  by  your  answer. 

A.  There  is  associated  with  that  other  things;  to  some 
extent  the  condition  of  the  property  is  taken  into  account,  and 
they  reach  a  life  in  various  ways;  they  reach  a  life  of  normal 
maintenance  from  whether  there  has  been  constructive  loss  of 
value  by  reason  of  improper  maintenance  or  not.  They  may 
make  a  further  reduction  on  account  of  the  excessive  lack  of 
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lalx)r.  There  are  various  ways,  which  arc  theories  of  the 
case  of  comhining  the  results  of  inspection  with  the  results  of 
normal  life  in  reaching  the  values  they  have  on  the  reproduc- 
tion theory.  All  these  things  they  have  taken  into  account, 
greater  weight  being  given  to  certain  lines  of  property.  For 
instance,  poles  take  50%  of  the  cost  new.  It  is  a  theory 
that  has  been  in  existence  for  a  great  many  years  that  poles  have 
reached  their  ordinary  gait  of  depreciation  and  renewal  rang- 
ing all  the  way  from  zero  life  to  full  life,  and  that  method  of 
50%)  is  often  taken,  the  same  as  with  railroad  ties.  Other 
property  which  is  merely  subject  to  wear  and  nothing  else, 
like  rails,  they  often  take  on  the  basis  of  pure  inspection 
and  measurement.  Still  other  property  that  is  largely  subject  to 
obsolescence,  like  machinery,  is  taken  entirely  on  the  basis  of 
normal  life  in  most  appraisals. 

Q.  What  is  the  thing  they  are  taking  and  why  ? 

A.  They  are  applying  the  percentages  of  wear  or  of  lapsed 
life  to  the  replacement  new,  on  the  replacement  theory,  or  to 
the  cost  ncAv  on  the  cost  theory. 

Q.  What  is  the  thing  they  are  trying  to  deduct  ? 

A.  They  are  trying  to  deduct  accrued  depreciation.  It  is 
I  think  largely  on  the  theory  that  that  kind  of  depreciation  we 
have  been  talking  about  is  practically  on  the  same  theory  as 
that  of  leasing  a  building.  For  instance,  suppose  that  I  lease 
a  lot,  which  at  the  end  of  forty  years  goes  back  to  the  owner 
with  any  improvements  that  I  put  on  it.  Suppose  that  I  put 
on  a  building  costing  $100,000.  I  have  to  write  that 
off  in  the  forty  years.  I  can  wTite  it  off  by  a  sinking  fund, 
1%  a  year,  or  one-fortieth  a  year;  the  theory  of  the  straight 
line  rates  is  one-fortieth  a  year  on  that  cost,  or  the  other 
theory  is  to  pay  no  attention  to  the  cost  and  every  little  while 
decide  what  it  would  cost  with  the  changed  prices  of  brick 
and  mortar  and  labor  to  reproduce  the  building  and  write 
it  off  on  that  basis,  which  I  understand  has  been  done  by 
the  company  in  this  case ;  they  have  taken  a  replacement 
value  and  have  written  off  depreciation  on  that. 

Q.  Written  oft'  what  ? 

A.  Certain  percentages  which  are  in  one  of  the  exhibits 
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tliat  I  referred  to  this  morning,  one  of  the  earlier  exhibits, 
which  I  will  at  once  refer  to  if  you  wish. 

Q.  You  are  going  back  now  to  accrued  depreciation.  You 
speak  of  this  being  written  off,  an  assumed  amount  of  money 
every  year,  and  building  up  a  fund,  writing  off  through  a  fund. 
Are  the  deductions  in  that  case  the  same  as  on  the  accrued 
depreciation  ? 

A.  Yes. 

Q.  What  is  it  that  they  deduct? 

A.  They  would  deduct  the  amount  that  they  had  accumu- 
lated from  this  charge  and  had  not  spent  in  renewals. 

O.  Is  that  accrued  depreciation? 

A.  If  their  theory  of  percentage  of  depreciation  to  be 
taken  off  every  year  be  correct,  that  would  be  accrued  depre- 
ciation. 

Q.  Isn't  that  the  depreciation  reserve? 

A.  Yes,  the  accrued  depreciation  is  equivalent  to  depreci- 
ation reserve.  If  the  annual  addition  of  the  reserve  is  correct, 
what  is  left  in  it  in  any  year,  in  the  long  run — there  would  be 
fluctuations  up  and  down — but  in  the  long  run  what  is  left  in 
the  depreciation  reserve  in  any  year  is  supposed  to  represent 
tlie  accrued  depreciation.  That  should  be  taken  off  the  cost 
in  order  to  get  the  present  value. 

O.  That  supposition  is  correct,  is  it? 

A.  If  the  percentage  of  depreciation  reserve  has  been 
rightly  kept. 

O.  The  thing  is  the  amoimt  of  money? 

A.  Yes. 

O.  That  is  not  accrued  depreciation? 

A.  The  company,  on  page  39b,  gives  the  yearly  amount 
to  be  added  to  tlie  depreciation  reserve.  If  the  percentages 
that  your  engineers  have  taken  in  that  table  be  correct — I  am 
not  disputing  that — then  the  yearly  amount  to  be  added  to 
depreciation  reserve  is  computed  there.  They  have  computed 
it  on  the  replacement  value  and  not  on  the  cost.  Then  turn- 
ing a  little  later  to  page  42b,  they  reach  their  estimate  of 
deterioration  which  would  have  to  be  made  up  by  this  reserve. 
So  far  as  the  reserve  has  been  spent  in  renewals,  it  may  have 
been  made  up.    So  far  as  it  has  not  been  invested  in  renewals, 
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I  should  say  it  was  probably  awaiting  the  need  tor  it  anrl  was 
properly  enough  invested  in  extensions. 

J!v  THE  Chairman  (Commissioner  Pennypacker)  : — 

y.  The  object  of  the  reserve  is  to  provide  for  the  depre- 
ciation, isn't  it? 

A.   Yes. 

O.  Therefore,  they  are  supposed  to  be  equivalent,  and  at 
any  time  that  you  take  your  plant  and  take  your  reserve  you 
have  the  whole  thing,  and  there  is  no  place  then  for  dqjrecia- 
tion,  is  there? 

A.  I  should  say  that  if  the  plant  is  taken  at  its  full  cost, 
you  should  not  add  to  it. 

Q.  You  do  not  take  it  at  cost ;  you  would  take  it  as  it  was 
and  provide  for  the  depreciation  on  it,  when  you  have  a  re- 
serve— it  would  look  so  to  me,  not  being  an  accountant. 

A.  May  I  have  the  last  question  repeated? 

Q.  (Repeated)  Therefore,  they  are  supposed  to  be 
equivalent,  and  at  any  time  you  take  your  plant  and  take  your 
reserve  you  have  the  whole  thing,  and  there  is  no  place  then 
for  depreciation,  is  there? 

A.  By  taking  plant,  I  do  not  know  what  you  mean.  If 
you  mean  the  plant  at  its  depreciated  value  and  then  add  the 
reserve,  you  have  the  whole  thing. 

Q.  Suppose  that  at  any  time  in  the  course  of  the  opera- 
tion of  your  business  you  want  to  ascertain  what  the  value 
of  it  is.  ^^;)u  have  your  plant  there  and  you  have  your 
reserve  fimd  which  is  provided  for  the  depreciation.  Do 
they  not  cover  the  whole  value? 

A.  If  the  reserve  fund  is  correctly  kept,  you  will  have 
left  in  it  what  you  put  in;  you  will  have  a  value  equal  to  your 
investment.  The  way  to  determine  whether  you  have  enough 
in  the  reserve — you  probably  investigate  the  property,  see  its 
condition  of  repair,  maintenance,  and  so  forth,  to  see  whether 
you  have  taken  the  right  percentages;  but  you  may  find  this 
result:  you  put  $120,000  in  the  property,  but  $20,000  of  it. 
we  will  say.  was  antedated  for  depreciation,  and  you  really 
put  in  $100,000  of  investment  and  $20,000  to  meet  the  depre- 
ciation.    Therefore,  vou  will  doubtless  find — vou  mav  find — 
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this  situation,  when  you  make  an  investigation,  that  you 
have  but  $100,000  of  property  there.  That  is  all  you 
have.  The  $120,000  might  not  be  the  units  of  the  cost,  but 
it  might  represent  what  it  would  cost  to  peplace  them  if  they 
were  new ;  but  they  are  not  new ;  taking  into  account  the 
condition  and  age,  you  will  place  a  value  of  $100,000  on  the 
property,  although  you  had  spent  $120,000  in  buying  certain 
articles  of  property,  but  the  $20,000  put  in  was  intended  to  be 
only  to  provide  against  the  fact  that  the  whole  property  was 
declining  in  its  life  and  efficiency. 

By  Mr.  French  : — 

Q.  You  would  have  $120,000  of  property  on  the  books, 
when  only  $100,000  had  been  put  into  the  property  by  in- 
vestment? 

A.  Yes,  exactly. 

Q.  That  you  think  is  probably  the  case  in  the  present 
situation,  and  it  is  on  that  theory  that  you  have  treated  the 
depreciation? 

A.  Yes. 

Mr.  Swayze:  We  object  to  the  witness  stating  what  is 
the  case. 

The  Witness  :  The  actual  cost  of  the  property  accord- 
ing to  the  books,  which  represents  the  $120,000  in  my  illus- 
tration, less  the  amount  now  in  the  reserve  and  in  the 
surplus,  is  not  very  different  from  the  depreciated  value  of 
the  investment,  using  the  company's  own  figures. 
By  Mr.  French  : — 

O.  Are  there  any  further  exhibits  that  you  would  like  to 
comment  upon? 

A.  I  think  not. 

Q.  Would  it,  in  your  judgment  and  your  experience  in 
telephone  matters,  be  possible  for  this  Commission  to  fix 
what  you  would  consider  fair  and  proper  rates  for  Pitts- 
burgh and  the  surrounding  district  without  an  extensive 
study  and  segregation  first  of  the  Pittsburgh  district  and  a 
study  of  that  district? 

A.  I  do  not  think  it  would  be. 
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O.  Will  you  answer  Judge  Pennypacker's  question  of 
what  you  consider  should  be  done? 

A.  I  think  it  is  necessary  to  take  that  district  as  a  unit, 
the  district  that  you  arc  investigating,  assume  it  to  be 
Pittsburgh,  which  you  have  asked  me  about. 

By  Mr,  Svv^ayze: — 

Q.  Just  the  City  of  Pittsburgh? 

A.  The  same  principle  will  apply  whether  it  is  the  city 
or  the  district  in  which  you  give  free  communication,  without 
a  toll  charge,  or  some  district  in  which  you  normally  give 
service  without  extra  toll  charge.  The  district  must  be 
selected — that  is  all ;  and  having  selected  the  district  that  you 
are  going  to  study  as  to  rates,  I  should  say  a  large  number 
of  the  exhibits  in  this  investigation,  but  not  all  of  them, 
chiefly  some  of  the  financial  exhibits,  would  have  to  be 
worked  out  for  that  district.  Then  there  would  be  some  two 
or  three  additional  exhibits,  probably. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

O.  Just  assume  that  we  are  going  to  make  an  intensive 
study  of  Pittsburgh  right  now,  and  that  you  are  giving  us  the 
light  which  will  enable  us  to  understand  it;  can  you  take  that 
attitude? 

A.  Yes.  assuming  that  we  have  the  whole  State  of  Penn- 
sylvania and  that  we  have  gone  as  far  as  we  have  in  the  matter, 
the  Commission,  I  should  say,  would  first  have  to  decide 
"whether  there  is  room  for  some  reduction,  or  a  demand  for 
some  increase  in  the  total  revenue  of  the  company,  or  whether 
it  is  correct  as  it  is.  Having  reached  that  conclusion,  then  if  it 
is  proposed  to  go  on  from  that  point  for  the  whole  State,  the 
next  thing  would  be  a  more  extended  study  of  the  rates  in 
each  part  of  the  State  and  the  profits  obtained  therefrom,  and 
to  attempt  to  formulate  some  theory  as  to  whether  those  rates 
should  be  changed  in  conformity  with  the  position  the  Commis- 
sion has  already  reached  on  my  supposition  of  whether  the 
total  revenue  is  too  much  or  too  little  or  just  right.  They 
might  assume  the  total  revenue  is  just  right,  but  they  would 
still  keep  on  with  the  study,  to  see  whether  the  relative  charges 
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in  the  different  parts  of  the  State  should  be  changed.  If  they 
found  the  total  net  income  somewhat  excessive,  then  there 
would  be  the  further  thought  where  to  make  reductions,  or  if 
too  small,  where  to  make  increases.  But  I  am  appalled  by  the 
magnitude  of  a  task  that  w'ould  attempt  that  study  for  the 
State  as  a  whole.  It  is  so  difficult  even  to  study  it  in  regard 
to  a  single  county,  especially  if  it  is  a  large  and  populous 
county,  such  as  Chicago  or  Philadelphia,  that  I  should  consider 
that  it  was  a  tremendous  undertaking  to  apply  it  to  a  state 
except  as  it  came  up  in  cases  of  litigation  before  the  Com- 
mission. 

By  Commissioner  Johnson  : — 

Q.  Would  a  person  be  obliged,  in  order  to  satisfy  the 
complaint  of  the  Pittsburgh  Chamber  of  Commerce,  to  deter- 
mine the  cost  of  service  in  the  Pittsburgh  district  telephone 
area? 

.  A.  In  my  opinion,  yes. 

Q.  Would  it  be  possible  to  determine  the  cost  of  service 
in  that  district? 

A.  I  believe  so,  just  as  possible  as  for  the  State. 

Q.  In  determining  the  cost  of  service,  in  your  judgment, 
the  rate  should  be  worked  out  on  the  basis  of  the  cost  of  the 
service,  should  it? 

A.  Yes. 

By  Mr.  Swavze: — 

O.  That  should  apply  to  every  place  in  the  State,  on  the 
same  formula? 

A.  I  would  not  go  further  probably  than  to  take  up  cases 
as  they  arose. 

Q.  But  you  would,  when  cases  arose,  apply  the  same 
formula  to  every  place  as  it  arose? 

A.  With  the  possible  exception  that  the  sum  total  of 
those  reductions  should  not  exceed  the  total  reduction  that  the 
State  as  a  whole  could  stand. 

Q.  Then  you  would  have  to  find  the  State  as  a  whole  first 
before  you  could  do  that,  wouldn't  you? 

A.  Since  the  case  has  come  up  that  way,  it  is  well  enough 
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to  go  on  to  that  point,  not  to  throw  away  all  the  investigation 
which  has  been  had,  but  my  belief  is  that  in  general  it  would 
be  better  to  approach  the  subject  from  the  county  or  the  dis- 
trict standpoint.  But  having  gone  through  with  all  of  this 
study  of  the  State,  I  do  not  think  it  would  be  well  to  entirely 
throw  away  the  results  of  it,  so  far  as  the  same  general  con- 
clusion can  be  reached ;  but  when  it  comes  to  applying  it  to 
rates  all  over  the  State,  I  would  not  talk  about  that  now. 

Q.  Assume  that  you  have  a  complaint  from  the  City  of 
Pittsburgh  and  a  complaint  from  forty  other  places  in  the 
State  of  different  sizes,  dift'erent  character  of  stock  and  so 
forth,  would  you  apply  the  same  formula  to  each  one  of  them? 

A.  I  think  so. 

Q.  There  would  be  no  reason  to  change  the  formula  that 
you  have  expressed? 

A.  No. 

Q.  Nor  would  there  be  any  occasion  to  change  the  amount 
of  investigation  and  the  intensity  of  the  study  that  would  be 
necessary  in  each  case? 

A.  I  think  you  would  have  to  study  the  thing  pretty, 
carefully  in  order  to  avoid  mistakes  in  any  case  of  change 
of  rates. 

O.  And  if  there  are  three  hundred  exchanges  in  the  State, 
you  would  have  three  hundred  rate  cases  eventually,  would 
you  not? 

A.  I  doubt  it. 

Q.  Suppose  you  made  a  study  of  Pittsburgh  and  you 
found  that  Pittsburgh  was  too  high  under  your  formula  and 
had  to  be  reduced,  and  if  the  company  should  then  come  in 
and  ask  the  Commission  to  apply  the  same  formula  to  each  of 
the  other  places  in  the  State,  wouldn't  you  then  have  to  have 
an  investigation  of  each  case  in  each  one? 

A.  I  think  that  all  complaints  that  came  up  would  have 
to  be  taken  up  by  the  Commission  in  some  reasonable  way. 
Whether  a  blanket  study  of  every  community  should  be  made 
in  the  life  of  a  commission — in  the  two  or  three  years  of  a 
commission,  perhaps,  or  four  or  five  years,  which  we  might 
take  as  the  life  in  which  the  investigation  of  a  particular  sub- 
ject could  be  carried  on,  would  be  very  doubtful  in  my  mind. 
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Q.  Which  would  be  the  more  Herculean  task:  to  per- 
form it  in  your  way,  investigating  each  community  and  apply- 
ing the  fornuila,  or  making-  a  study  as  carrying  on  each  case 
of  the  state  as  a  whole,  and  re-adjusting  the  revenue  as 
appeals  to  the  commission  to  be  proper? 

A.  You  have  got  to  study  each  case  ultimately.  I  think 
there  will  be  complaints  coming  in  from  the  various  sections 
and  you  have  to  take  them  up  as  they  come  in.  I  do  not 
believe  that  you  can  forestall  that. 

Bv  THE  Chairman  (Commissioner  Pennypacker)  : — • 

O.  And  differentiate  the  cost  of  the  service  in  different 
parts  of  Pittsburgh,  different  wards  or  other  divisions  ? 

A.  Xo,  I  do  not  believe  that  would  be  necessary.  That 
is  not  the  method  that  I  have  found  in  use  anywhere. 

O.  No,  you  have  not,  but  might  it  not  be  necessary? 

A.  I  can  see  that  a  community  within  which  a  free  serv- 
ice prevails,  service  without  toll,  is  a  unit  in  a  way. 

Q.  That  is  the  point :  can  we  not  make  the  state  a  unit, 
looking  at  it  in  a  broad  way  ? 

A.  I  doubt  if  you  can  go  into  it  with  sufficient  time  and 
attention  to  reach  the  state  as  a  whole. 

O.  It  will  take  time,  we  will  all  agree. 

By  Commissioner  Johnson  : — 

Q.  Does  the  telephone  company  base  its  charges  upon 
cost  of  service? 

A.  Not  very  fully,  but  to  some  extent.  The  conditions 
differ  in  the  diff'erent  parts  of  the  country.  I  think  the  rates 
are  made  according  to  their  experience  in  diff'erent  sections 
of  the  country.  I  think,  as  far  as  I  can  say,  they  are  largely 
the  result  of  growth  of  population. 

By  Mr.  Swayze: — 

Q.  How  about  the  rates  in  this  case? 

A.  I  am  not  going  to  state,  because  I  do  not  know  how 
the  particular  rate  has  been  made  here.  I  have  talked  with 
people  who  have  had  to  do  with  making  rates  on  the  Bell 
Telephone  and  there  was  no  universal  rule. 
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By  the  Chairman  (Commissioner  Pennypacker)  : — 

Q.  This  company  has  solved  this  problem,  hasn't  it? 

A.  Yes. 

O.  It  has  made  rates  to  apply  to  Chicago,  Pittsburgh, 
I'hiladelphia  and  all  Pennsylvania.  That  has  been  done,  has  it 
not  ? 

A.  Yes. 

By  Mr.  French  : — 

Q.  It  has  all  been  done  on  the  local  basis? 

A.  Yes. 

Q.  Not  on  the  state-wide  basis? 

A.  Throughout  the  country  in  general  it  has  been  de- 
veloped by  gradually  finding  out  how  to  reach  the  most  con- 
sumers and  make  the  most  money. 

By  Mr.  Swayze: — 

O.  I  will  ask  you  to  answer  the  question  which  was  based 
upon  this  situation,  and  not  to  give  us  hear-say  evidence  with- 
out giving  names  or  anything,  but  confine  yourself  to  this 
case,  which  you  say  you  have  studied. 

A.  I  was  trying  to  answer  the  Commissioner's  question 
relating  to  cities  all  over  the  country.  The  telephone  rates 
have,  in  my  judgment,  and  from  a  pretty  extensive  study  of 
the  subject,  adapted  themselves  to  local  conditions,  the 
characteristics  of* the  people,  to  the  thought  of  the  local 
managers  or  the  state  managers  of  what  is  best  for  the 
situation.  A  practical  question  at  once  arises :  anybody  can 
form  a  theory  of  how  they  would  change  that  and  have  some- 
thing very  simple  and  would  be  uniform  throughout  the 
state;  inevitably  that  would  lead  to  reductions  in  some 
quarters  and  increases  in  other  quarters  ;  but  I  think  you 
would  find  immense  complaint  from  the  people  whose  fates 
were  raised  and  very  little  reference  to  it  by  people  whose 
rates  were  lowered  comparatively.  You  would  be  bringing 
on  yourselves  a  situation  of  great  seriousness  without  com- 
plaint having  come  to  you  to  justify  it  from  the  local  com- 
munities. If  a  local  community  brings  in  a  complaint,  thev 
must  bear  the  consequences  of  the  investigation,  whether  it 
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results  in  a  reduction  or  an  increase.  But  to  attempt  to 
apply  a  state-wide  theory  in  any  state  in  the  country,  where 
there  has  been  no  universal  cry  for  it,  I  believe  is  going  to 
result  in  a  far  more  serious  set  of  difficulties  than  one  can 
easilv  imagine. 


(A  recess  was  taken  until  2.30  P.  M.^ 
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2.30  P.  M. 
Edward  W.  Bemis,  resumed. 


By  Mr.  French  : — 

Q.  Just  as  we  were  adjoiirnin<^  for  lunch  you  were  dis- 
cussing some  of  the  difficulties  which  you  believed  to  exist 
in  fixing  fair  rates  for  certain  communities  without  any 
segregation  whatsoever  except  on  the  state-wide  plan.  Have 
you  anvthing  further  to  say  on  the  subject  that  would  throw 
light  on  it? 

The  Chairman  (Commissioner  Pennypacker)  :  You 
may  be  assured  it  will  not  be  done  without  any  investigation. 
He  did  not  use  that  word.  You  may  rest  assured  that  it  will 
not  be  determined  without  any  investigation  whatsoever,  and 
that  is  a  word  he  did  not  use. 

Mr.  French  :    I  said  "without  segregation." 

The  Chairman  (Commissioner  Pennypacker)  :  With- 
out any  investigation  whatsoever. 

Mr.  French  :     Segregation. 
By  Mr.  French  : — 

O.  I  say,  without  any  segregation  of  any  individual  com- 
mimity,  have  you  anything  further  to  say  on  the  subject 
which  would  throw  light  upon  it? 

A.  I  have  not  anything  in  mind  on  this  imless  there  was 
some  question  you  wished  to  ask. 

O.  Would  it  not  be  more  simple  and  practicable  to  as- 
certain the  value  of  a  telephone  plant  in  a  certain  localized 
community  than  it  would  in  a  large  case  of  the  present 
character? 

A.  Yes. 

Q.  Why  is  that  true? 

A.  The  apportionment  of  charges  requires  less  exten- 
sive study  of  conditions  for  a  county  than  for  a  state.  That 
would  be  due  to  the  size  and  to  the  fact  that  the  conditions 
would  probably  be  less  varied  in  a  county  or  in  a  district 
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within  a  county  embraced  by  a  large  city  and  its  free  ter- 
ritory than  in  a  whole  state. 

Q.  Governor  Pennypacker  suggested  that  your  theory 
would  amount  to  segregating  the  property,  say,  by  wards. 
Where  should,  in  your  mind,  some  line  be  drawn? 

A.  The  line  the  companies  draw  in  making  free  ter- 
ritory within  reach  of  certain  telephone  charge  carries  with- 
out payment  of  toll,  is  perhaps  the  most  natural  division 
to  take.  A  division  could  be  made  somewhat  larger  where 
you  took  everything  that  seemed  to  be  directly  tributary  to 
that  particular  community.  Where  it  was  natural  for  peo- 
ple to  be  telephoning  in  and  out,  where  their  homes  were 
further  out,  for  example,  if  they  had  a  great  deal  of  need 
of  telephoning  within  and  without  that  district  which  they 
were  reaching  night  and  morning,  it  might  be  enlarged,  but 
further  than  that  I  would  not  want  to  go,  I  do  not  think. 

O.  What  do  you  speak  of  as  free  territory,  is  that  ter- 
ritory based  upon  arbitrary  distinctions  by  the  company? 

A.  Arbitrary  in  a  way.  yes.  They  have,  of  course,  some 
reason  for  their  position.  I  do  not  mean  to  say  that  it  is 
pure  chance.  I  mean  it  is  based  on  their  theory  of  how 
they  can  best  operate  their  system  and  acquire  the  largest 
revenue  with  the  least  expense.  It  is  based  on  their  theory 
that  it  is  advantageous  all  around. 

O.  So  far  as  operation  goes  the  companies  do  segregate 
certain  territories,  do  they  not? 

A.  Yes. 

Q.  And  that  segregation  is  not  necessarily  more  ac- 
curate than  the  segregation  of  the  property  for  purposes  of 
valuation  in  a  certain  district? 

A.  No. 

O.  They  are  similar  propositions  in  a  general  way,  are 
they  not? 

A.  Yes.  When  you  come  to  study  book  costs,  however, 
it  is  advantageous  to  take  such  units  as  the  company  has 
also ;  and  those  units  should  be  studied  in  determining  what 
local  division  can  be  most  profitably  employed  so  as  not  to 
have  to  require  too  much  re-arrangement  of  the  accounts 
in  their  books,  but  that  can  be  done  at  the  same  time. 
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O.  Then  in  your  mind  il  is  a  much  simi)her  [iroposition 
to  base  rates,  and  a  fairer  proposition  to  base  rates,  upon 
vahiation  in  a  se^reg^ated  community,  as  for  instance  Pitts- 
burgh, than  it  is  to  try  to  arrive  at  those  rates  without 
segregation  ? 

A.  Yes.  The  principle  is  somewhat  like  this :  it  is,  as  I 
understand,  the  difference  between  the  English  and  French 
method  of  procedure  in  matters  political.  The  English  build 
on  precedent,  and  change  and  modify  and  reform,  but  build- 
ing on  the  past.  The  h'rench  in  the  history  of  the  last  century 
or  two  have  had  a  reputation  for  trying  to  put  in  practice  a 
new  theory,  that  of  washing  the  slate  clean  and  beginning  all 
over  again.  That  looks  beautiful  on  paper,  but  I  do  not  think 
it  works  out  so  well. 

Q.  You  are  comparing  the  wiping  everything  clean  to  the 
state-wide  principle  of  basing  rates? 

A.  Yes,  trying  to  apply  what  might  be  a  scientific  classifi- 
cation, if  there  was  not  a  telephone  in  the  state,  and  we  were 
to  do  the  job  new,  we  might  greatly  improve  on  the  existing 
system ;  but  having  that  system  here,  with  the  charges  that 
*^lie  people  are  accustomed  to,  I  think  we  should  proceed  on 
the  basis  of  moderate  changes  in  the  particular  communities 
that  present  evidence  of  needing  the  change,  rather  than  to 
make  an  absolutely  uniform  classification  and  dividing  all  the 
state  according  to  population  and  district  or  according  to  some 
other  theory . 

O.  Therefore  the  system  of  segregation  has  started  in 
your  mind  founded  upon  precedent  and  common  custom? 

A.  Yes. 

Bv  THE  Chairman  (Commissioner  Pennypacker)  : — • 

Q.  I  do  not  get  where  you  draw  your  line;  if  you  are 
going  to  segregate,  how  much  will  you  segregate? 

A.  ]\Ty  suggestion  was  that  part,  that  district  which  now 
has  a  uniform  charge  without  a  toll  for  messages  within  it. 
Any  telephone  company  gives  a  certain  schedule  of  rates  which 
apply  within  a  district.  If  you  telephone  outside  of  the  dis- 
trict you  pay  a  toll,  in  addition  to  the  regular  charge  or  as 
taking  the  place  of  the  regular  charge.     If  they  have  a  flat 
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rate  that  applies  within  the  district,  outside  you  have  a  toll. 
I  had  the  idea  of  taking  these  natural  divisions  or  historical 
divisions  the  company  has  made  and  building  out  from  there. 
It  does  not  start  with  the  idea  that  the  company's  plan  cannot 
be  improved  upon,  but  rather  that  it  should  be  done  by  mod- 
erate changes  in  any  community  as  we  study  that  community, 
rather  than  to  try  to  sit  down  and  make  a  state-wide  uniform 
classification. 

By  ]Mr.  French  : — 

Q.  Do  you  know  of  any  other  cities  which  are  being 
segregated  or  have  been  segregated? 

A.  I  know  of  no  state-wide  classification.  New  York 
City  is  now  being  appraised  by  the  State  and  by  the  company, 
and  also  I  think  the  State  as  a  whole.  It  is  undecided  yet 
whether  to  have  any  state-wide  apportionment  of  rates,  fixing 
of  rates.  The  City  of  New  York  is  insisting  upon  the  matter 
being  confined  to  the  City  of  New  York. 

By  Mr.  Swayze: — 

Q.  Is  the  City  of  New  York  insisting  upon  that? 

A.  I  have  reason  to  think  so,  and  such  is  the  best  of  my 
information. 

Q.  I  did  not  know  it.     I  am  in  the  case. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

O.  If  you  fix  in  your  mind  any  idea  of  a  municipality,  I 
suppose  all  communities  as  they  grow  will  presently  reach  the 
population  of  that  municipality,  if  they  continue  to  grow ;  if 
you  fix  a  municipality  of  the  size  of  Chicago  or  Pittsburgh  or 
Norristown,  as  other  communities  come  long,  if  they  grow 
they  will  get  to  be  that  size? 

A.  Yes. 

Q.  They  will  go  through  practically  the  same  kind  of 
development,  substantially  the  same,  and  there  will  be  about 
the  same  proportion  of  people  who  will  want  to  use  a  tele- 
phone, will  there  not? 

A.  I  should  say  no,  the  use  of  the  telephone  varies  very 
much  with  the  character  of  the  population  in  various  cities 
and  counties,  communities,  even  with  the  same  population. 
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Q.  If  you  compare  the  population  of  Madagascar  and  of 
Pennsylvania  they  would  probably  differ  very  much,  but  you 
take  the  population  of  Pennsylvania — that  is  what  we  are 
looking  at. 

A.  Of  course. 

Q.  And  about  the  same  proportion  of  people  as  they 
measure  in  the  municipalities  will  want  the  telephone,  will 
they  not  ? 

A.  1  have  found  so  many  differences  between  communi- 
ties in  adjoining  states  that  I  would  not  expect  to  find  such 
uniformity  as  you  speak  of,  but  there  would  be  some  uni- 
formity.    It  is  only  a  question  of  degree,  how'  far  apart. 

Q.  I  took  an  extreme  illustration  when  I  referred  to 
Madagascar,  but  take  Oklahoma ;  probably  more  people  here 
W'Ould  use  the  telephone  than  in  Oklahoma.  But  take  a  state 
like  Pennsylvania  and  the  people  are  much  alike  from  one 
end  to  the  other  and  a  certain  proportion  would  want  a  tele- 
phone.   Doesn't  it  work  out  so  practically? 

A.  I  have  not  found  it  so  in  other  sections  where  I  have 
had  more  opportunity  to  know  about  it.  I  do  not  claim  to 
have  any  personal  knowledge  in  Pennsylvania  that  would 
enable  me  to  express  an  opinion,  but  I  know  that  there  are 
great  differences  in  the  use  of  the  telephone  between,  say, 
Iowa  and  Illinois  which  are  not  so  very  different,  probably 
no  more  different  than  western  Pennsylvania  from  eastern 
Pennsylvania. 

O.  Do  you  not  find  as  you  start  the  telephone  in  Chicago 
that  a  certain  proportion  of  the  people  want  it  there,  and  the 
same  thing  obtains  when  you  start  it  in  Springfield,  does  it 
not,  or  Colima?  I  suppose  they  have  telephones  in  most  of 
those  towns,  do  they  not? 

A.  Yes. 

By  Commissioner  Johnson: — 

O.  Have  you  any  figures  as  to  the  use  of  the  telephone 
in  suburban  communities  made  up  of  a  large  percentage  of 
people  who  are  wealthy  and  in  communities  made  up  practi- 
cally of  miners,  day  laborers  in  mines? 
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A.  I  have  none  in  mind.  I  have  seen  some  fi.qures,  anrl 
an  examination  of  the  statistics  that  have  been  made  up  by 
the  United  States  Government  telephone  census  enables 
some  studies  to  be  made,  but  I  am  not  in  a  position  to  pve 
an\-  to  the  Commission,  onlv  I  know  that  there  is  a  marked 
difference  in  comnumities  in  their  readiness  to  use  the  tele- 
phone. 

IjV  the  Chairman  (Commissioner  Pennypacker)  : — 

O.  Take  this  illustration :  you  have  a  community  of 
miners,  but  presently  one  of  them  digs  enough  coal  out  of 
the  ground  to  get  rich,  then  he  is  a  man  of  wealth  and  he 
wants  a  telephone:  doesn't  it  work  that  way  sometimes? 

A.  Yes,  sometimes. 

Q.  The  fundamental  dilterences  in  the  use  of  the  tele- 
phone between  the  people  of  Lancaster  Countv  and  the 
people  of  Berks  County  do  not  impress  me  very  much.  I 
am  inclined  to  think  that  they  would  use  it  about  alike. 

O.  I  think  there  have  been  some  exhibits  put  in  in  this 
case — I  do  not  have  them  in  mind,  although  I  looked  them 
through — Avhich  make  some  studies  along  that  line  in  Penn- 
sylvania. I  think  the  fundamental  difficulty  with  the  uni- 
form classification  for  a  state  is  that  to  make  it  uniform 
on  any  theory  of  classification  there  will  be  a  large  number 
of  communities  whose  rates  wnll  be  raised  and  others  whose 
rates  will  be  low^ered  without  any  litigants  or  communities 
appearing  through  their  representatives  before  the  Com- 
mission, and  I  think  it  Avould  result  in  many  facts  not  being 
considered  that  would  be  considered  in  a  case  that  was 
known  to  be  directly  in\oh'ing  a  particular  community.  I 
do  not  mean  by  that  to  imply  that  the  Commission  should 
never  take  the  initiative  in  investigations ;  but  whether  it 
should  actually  change  rates  without  a  formal  hearing  for 
a  community  and  without  perhaps  some  complaint  started 
with  reference  to  it.  is  at  least  doubtful  in  my  mind.  I  am 
afraid  it  would  be  unfortunate.  I  am  afraid  that  the  results 
would  be  disappointing. 

Ev  'Mr.  ]\1arve  : — 

O.  Disappointing  in  what  respect? 
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A.  I  think  the  communities  whose  rates  were  raised 
would  feel  that  they  had  not  been  notified  sufficiently  to 
present  a  study  of  the  subject  from  their  point  of  view,  ami 
that  they  would  have  some  ground  for  that  complaint. 

Q.  Your  objection  then,  arises  largely  out  of  your 
horror  of  the  raising  of  rates,  is  that  it? 

A.  I  believe  that  rates  should  not  be  raised  without  the 
community  in  question  having  the  opportunity  to  be  repre- 
sented. I  believe  that  they  will  not  be  represented  by 
merely  advertising  the  fact  that  the  Commission  is  consider- 
ing a  state-wide  classification.  I  believe  that  it  is  a  matter 
of  public  local  concern^  and  that  it  would  be  unjust  to  raise 
rates  in  a  public  utility — because  a  rate  of  any  public  utility 
is  analogous  to  taxation ;  the  charges  of  a  monopoly  are 
largely  analogous  to  taxation. 

Q.  Is  this  one? 

A.  Yes,  I  think  so. 

Q.  In  Pennsylvania? 

A.  I  think  so.  While  there  is  competition  in  certain 
sections,  yet  I  think  in  general  it  is  a  monopoly  and  in 
communities  where  competition  is  not  active  I  think  the 
charges  are  governed  by  the  principles  that  govern  taxa- 
tion, and  the  public  is  concerned  in  having  their  reasonable- 
ness determined  or  controlled  by  a  public  authority ;  and 
the  local  community  is  interested  in  the  charges  it  is  paying 
and  should  be  represented  before  a  commission  before  a 
decision  is  had,  else  some  points  may  be  overlooked. 

O.  You  think  that  if  the  commission  found  tliat  the 
revenue  of  the  company's  operations  as  a  whole  was  only 
reasonable  and  only  gave  a  reasonable  return  on  its  property 
as  a  whole,  if  in  a  specific  investigation  it  might  find  that 
the  rates  in  a  particular  locality  were  too  high  and  it  there- 
upon directed  the  company  to  reduce  those  rates,  thereby 
reducing  the  gross  revenue  below^  the  point  that  produced 
reasonable  returns,  the  commission  of  itself  would  have 
to  protect  the  company  and  raise  the  rates  in  some  other 
locality  to  make  up  that  deficiency? 

A.  If  the  commission  ordered  the  rates  lowered — I  am 
not  sure  whether  a  commission  would  order  a  rate  lowered 
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and  another  rate  raised  in  another  community  under  those 
conditions. 

Q.  Why  not? 

A.  It  might  ask  for  an  investigation  in  the  particular 
communities  which  were  directly  pointed  out  as  being  un- 
fair, and  it  might  combine  them  with  the  other  case  in  a 
special  comparison.     That  is  possible. 

Q.  What  would  happen  in  the  meanwhile?  The  com- 
pany would  lose  the  revenue,  wouldn't  it? 

A.  The  rates  would  go  on  without  change  in  both  cases, 
both  communities. 

Q.  Then  you  would  have  state-wide  investigation? 
A.  No,  I  said  you  had  that  now. 
Q.  But  under  your  assumption? 

A.  Under  my  assumption  we  would — in  other  words,  if 
there  is  no  state  investigation,  do  you  mean  if  there  is  no 
such  investigation,  is  that  your  question? 
Q.  Yes. 

A.  There  is  one  now  with  regard  to  the  company. 
O.  I  thought  you  stated  it  was  unnecessary  under  your 
theory. 

A.  I  do  not  consider  that  it  should  proceed  any  further 
than  the  determination,  w-hich  is  well  enough  to  make,  of 
whether  the  company  as  a  whole  in  the  state  can  afford  a 
reduction.  I  do  not  particularly  protest  against  that  being 
done. 

Q.  How  could  that  be  done  without  a  thorough  in- 
vestigation? 

A.  What  I  have  been  speaking  to  was  the  further  point 
that  the  state  should  classify  rates,  the  commission  should 
classify  rates  through  the  state  on  the  basis  of  a  mere  desire 
to  secure  uniformity. 

Suppose  you  have  carried  this  case  a  little  further,  only 
to  the  extent  of  listening  to  the  arguments,  the  briefs,  sum- 
maries of  the  evidence  put  in,  and  the  Commission  reaches 
some  conclusions  with  regard  to  the  reasonableness  of  the 
net  earnings :  I  would  not  consider  it  a  mistake  to  have  gone 
that  far  at  all.  It  would  be  helpful  when  they  came  to  consider 
the  rates  in  any  city  which  complained  of  rates.     I  would  not 
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j)i"(jcc'fil  to  inakr  llic  .'implication  iiiilil  -oine  city  came  forward. 

O.  wouldn't  it  lie  necessary  to  determine  whether  the 
company  as  a  whole  was  receivint^  mure  or  less  than  a  reason - 
ahle  return  ? 

A.  Xo.  not  absolutely .  I  would  consider,  for  example, 
that  if  the  State  of  Pennsylvania  were  divided  into  two  com- 
])anies,  whether  it  is  two  Hell  companies,  although  they  are 
aftiliated  into  one,  that  cither  one  could  have  been  taken. 

O.  As  a  wdiole? 

A.  It  could  have  been  done. 

Q.  Wouldn't  it  have  been  necessary]*  It  could  ha\e  been 
done,  but  wouldn't  it  have  been  necessary? 

A.  No,  I  do  not  consider  it  necessary.  I  consider  it  an 
advantage  to  have  gone  that  far.  I  feel  it  is  a  very  good 
thing. 

Q.  You  do  not  think  it  is  at  all  necessary  to  find  out 
whether  or  not  the  company  as  a  whole  is  receiving  more  than 
a  reasonable  return? 

A.  Yes,  I  am  pleased  that  that  much  has  been  done. 

Q.  Pleased,  but  the  question  was  whether  you  think  it  is 
necessary  ? 

Bv  THE  Chairman  (Commissioner  Pennypacker)  : — • 

O.  Suppose  there  are  two  adjoining  townships,  and  one 
has  a  higher  telephone  rate  than  the  other ;  that  is  likely  to 
lead  to  complaint,  isn't  it? 

A.  Yes. 

O.  On  the  part  of  the  people  of  the  township  paying  the 
higher  rate? 

A.  Yes. 

O.  That  leads  to  investigation? 

A.  Yes. 

Q.  And  that  leads  to  a  reduction  of  the  rate  down  to  the 
rate  of  the  township  which  pays  the  less,  doesn't  it,  as  a 
general  thing? 

.\.  Unless  it  can  be  shown  that  one  of  them  had  a  ruin- 
ously low  price,  then  the  rate  inav  be  made  uniform  by  being 
raised  tipward. 
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By  Mr.  Marve  : — 

Q.  Either  way  would  lead  to  uniformity,  wouldn't  it? 

A.  Yes.  But  it  is  different  to  make  an  attempt  to  carry 
out  a  division  of  net  revenue,  if  it  is  found  to  be  by  this  in- 
vestigation—I will  say  that  this  investigation  was  wise  up  to 
the  present  stage  of  determining  whether  the  rate  in  the  State 
as  a  whole — 

O.  Say  necessary — you  use  a  new  word  every  time. 

A.  I  do  not  think  it  is  necessary,  but  I  say  I  think  it  is 
desirable.  We  were  able  in  Chicago,  without  having  any  study 
of  the  rates  in  the  rest  of  the  State  of  Illinois  to  make  a 
reduction  in  rates  which  was  accepted  by  the  company. 

Q.  Did  that  company  operate  in  the  whole  State  of  Illi- 
nois? 

A.  It  operated  in  the  northern  third  of  the  State,  and  we 
did  not  even  attempt  to  control  the  rates,  and  we  could  not 
reasonably  do  it  outside  of  the  city,  so  the  other  rates  were 
left  intact,  and  we  segregated  the  City  of  Chicago. 

Q.  How  did  you  do  that? 

A.  x\nd  in  Boston  the  same  thing  was  done  by  the  Massa- 
chusetts Highway  Commission,  in  regulating  the  rates  in  the 
so-called  ^Metropolitan  District,  which  was  Boston  and  its 
imniediate  tributaries.  They  had  an  appraisal  of  all  of  New 
England,  but  they  made  several  changes  to  start  with  in 
Boston  and  its  tributary  territory.  They  did  the  same  thing 
in  Baltimore  for  the  city  itself. 

By  \Ir.  Swayze  : — 

Q.  They  did,  when? 

A.  I  was  not  in  the  case,  but — 

Q.  Well,  I  am. 

A.  I  believe  that  was  about  two  years  ago,  about  two  or 
three  years  ago. 

Q.  Do  you  mean  that  the  company  put  in  new  rates  in 
the  City  of  Baltimore? 

A.  After  investigation  and,  I  think,  approval  by  the  State 
Commission ;  I  think  the  question  under  discussion  and  inves- 
tigation before  the  Commission  related  only  to  Baltimore  at 
that  time.    That  is  what  I  had  in  mind. 
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Q.  Do  you  know  tlial  counsel  against  the  telephone  com- 
pany in  the  City  of  Baltimore  stipulated  in  that  case  for  a 
state-wide  investigation?    You  know  that,  do  you  not? 

Mr.  French  :    Baltimore  is  segregated. 

By  Mr.  Marye: — 

Q.  Kindly  answer  the  question.  Do  you  not  think  it  is 
necessary  for  any  commission,  looking  at  a  company  oi)erating 
through  the  entire  state,  to  first  know  the  result  of  the  opera- 
tion as  a  whole? 

A.  I  will  go  so  far  as  to  say  I  think  that  it  is  important. 
I  will  not  say  it  is  absolutely  necessary,  because  I  have  seen  the 
commissions  in  almost  all  of  the  states,  for  illustration,  Ne- 
braska, California  and  Oklahoma  and  Wisconsin,  where  the 
Commission  has  regulated  telephone  rates  frequently,  is  doing 
it  every  year,  without  that  appraisal  of  all  the  telephones  of 
the  State. 

O.  Confine  yourself  to  the  question  of  this  State,  your 
knowledge  of  its  operation  as  a  whole. 

A.  I  should  say  this :  I  admit  that  it  is  desirable ;  but 
when  I  find  the  Wisconsin  Commission  making  frequent 
changes  in  rates  without  knowing  anything  of  the  grouping 
as  a  whole,  without  ever  referring  to  it,  and  the  same  thing  in 
California — I  cannot  say  that  it  is  absolutely  necessary,  be- 
cause I  see  them  doing  it  the  other  way. 

Q.  Without  a  knowledge — 

A.  No  such  knowledge  as  comes  from  an  appraisal  and 
study  of  the  accounts — I  do  not  say  they  are  absolutely  ignor- 
ant; they  could  not  live  in  the  state  for  many  years  without 
knowing  something. 

Q.  They  get  reports  from  the  company? 

A.  Yes.  I  do  not  find,  in  making  their  decision  as  to  the 
rates  in  one  city  in  Wisconsin  or  California,  that  they  are 
talking  about  the  company's  condition  as  a  wdiole  in  that  state. 
I  have  read  at  least  a  score  of  telephone  decisions,  and  I  have 
never  seen  that  emphasized  or  referred  to  in  one  decision.  It 
is  so  rare  as  to  be  comparatively  infrequent. 
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Cross-cxa  minut  ion . 

Bv  Mr.  Mar  ye  : — 

O.  Did  you  ever  hear  of  the  decision  of  the  Board  of 
Public  Utilities  of  the  State  of  New  Jersey  in  what  is  called 
the  Camden  Case? 

A.  Yes,  I  was  in  the  sessions  one  day;  I  happened  in 
there  and  heard  testimony  for  an  hour  or  two  one  day. 

Q.  Have  you  read  the  decision? 

A.  I  think  I  have  not,  although  I  have  it,  and  I  would 
not  swear  I  had  not  read  a  little  of  it.  I  do  not  think  1  have 
read  it  sufficiently  to  remember  it.  I  do  not  now  recall  the 
decision.  I  have  read  their  gas  decision  in  the  Paterson  and 
Passaic  case  with  great  care.  I  was  in  that.  Tlie  other  I  have 
not  read.  I  do  not  think  I  can  say  I  have  read  it,  although  I 
have  it  in  my  hand. 

Q.  You  do  not  know  whether  they  decided  the  very  point 
of  state-wide  investigation  ? 

A.  I  do  not  remember. 

Q.  Although  you  had  attended  some  of  the  hearings  in 
that  case? 

A.  I  had  not  attended  the  hearings,  except  that  I  was 
there  on  other  business  one  day,  and  on  account  of  that,  while 
waiting  to  meet  the  Commission,  I  listened  to  the  testimony 
for  part  of  one  session,  I  think. 

Q.  Have  you  ever  read  any  of  the  recent  decisions  of 
the  Commission  in  Nevada? 

A.  No. 

Q.  Or  those  in  Arizona? 

A.  Not  telephone  decisions.  I  have  read  Arizona  deci- 
sions in  the  case  of  the  Phoenix  Gas  and  Electric  Light,  I 
think. 

Q.  And  Nebraska? 

A.  I  have  read  some  of  the  decisions  in  Nebraska,  I  have 
forgotten  which  ones. 

Q.  Have  you  read  any  telephone  decision  in  which  they 
passed  upon  this  question  of  state-wide  investigation? 

A.  I  do  not  remember  reading  any  in  which  they  passed 
on  that  question. 

O.  Will  vou  sav  thev  have  not? 
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A.   Xo,  J  will  not  say  tlie\-  have  not. 

Q.  Will  you  say  that  all  of  the  commissions  you  knew 
take  the  other  point  of  view? 

A.  The  commissions  I  am  familiar  as  having  f<jllowed 
pretty  carefullw  such  as  the  Massachusetts,  New  York,  Wis- 
consin, California,  and  there  are  others — T  have  not  gone 
through  the  list — but  those  I  have  specially  followed  I  have 
not  noticed  that  they  took  the  stand  in  favor  of  state-wide 
classification  of  telephone  rates.  I  found  many  decisions  that 
had  no  reference  to  it. 

O.  Isn't  it  a  fact  that  is  rather  remarkable  that  you 
missed  all  of  those  and  found  all  of  the  others  ? 

A.  No,  some  of  those  very  new  commissions  like  Nevada 
and  Arizona,  I  have  not  followed  so  closely.  I  have  paid 
more  attention  to  the  older  commissions  than  to  those  which 
have  been  running  only  two  or  three  years  as  public  utility 
conuuissions. 

O.  AX'ould  you  say  that  the  Commission  in  the  State  of 
New  Jersey  had  arrived  at  the  age  of  discretion  ? 

A.  Yes,  they  have.  We  do  not  agree  with  their  deci- 
sions at  all,  but  they  have  arrived  at  the  years  of  discretion.  I 
suppose. 

By  Mr.  Swayze: — 

O.  They  have  raised  rates,  have  they  not? 

A.  I  suppose  they  have  raised  rates — I  believe  they  have 
in  some  cases. 

By  Mr.  ^Marye  : — 

O.  You  referred  to  a  decision  of  that  board  in  New 
Jersey? 

A.  Yes. 

O.  In  the  Passaic  Gas  Case? 

A.  Yes. 

O.  Have  you  ever  seen  the  decision  of  the  Supreme 
Court  of  New  Jersey  on  appeal? 

A.  Yes. 

O.  What  position  did  the  Supreme  Court  take? 

A.  It  sustained  the  30%  allowance  for  going  value. 
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O.  Didnt  it  sustain  every  other  point  the  board  made? 

A.  I  think  it  did  sustain  the  other  points. 

O.  That  was  the  sustaining  of  an  ascertainment  of  going 
vakie  or  cost  of  estabhshing  the  business  by  the  percentage 
method.  30%  of  the  estimated  replacement  vahie  of  the 
physical  plant  ? 

A.  Yes. 

Q.  Didn't  you  say  this  morning  that  you  knew  of  no 
decision  that  had  ever  approved  any  other  method  of  cal- 
culating going  value  or  cost  of  establishing  btisiness  than 
the  historical  method  of  ascertaining  deficits? 

A.  If  I  did,  I  did  not  intend  it  to  be  so  sweeping,  l)e- 
cause  I  knew  of  the  New  Jersey  decision. 

O.  Do  you  know  of  any  other  decision  of  commissions 
or  courts  on  the  stibject  ? 

A.  I  do  not  know  of  more  than  possibly  one. 

O.  What  is  that? 

A.  I  was  not  sure  of  the  Des  ]\Ioines  Water  Case  which 
Judge  McPherson  had,  but  I  think  he  did  give  later  an  ap- 
proval to  an  arbitrary  allowance  for  going  value,  but  in  the 
Des  Moines  Gas  Case  which  followed,  Trial  Judge  Sloan,  he 
did  not  allow  it. 

O.  Did  you  ever  see  the  decision  of  the  Supreme  Court 
of  Oklahoma  in  the  case  of  the  Pioneer  Telephone  &  Tele- 
graph Company  vs.  Westenhaver  and  others? 

A.  I  have  it  on  my  table. 

O.  A\'hat  was  the  determination  of  the  court  in  that 
case? 

A.  That  on  accoimt  of  early  losses  they  were  entitled  to 
gomg  value. 

O.  How  did  they  ascertain  it? 

A.  They  said  the  evidence  indicated  that  they  had  early 
losses.  I  will  read  it  to  you  if  you  like.  "Pioneer  Telephone 
&  Telegraph  Company  vs.  E.  H.  Westenhaver  et  al.  and  the 
State  of  Oklahoma." 

Q.  What  are  you  reading  from?    What  is  that  book? 

A.  It  is  entitled  "Opinion  and  Decision  of  the  Supreme 
Court  of  Oklahoma,"  and  professes  to  be  a  re-print — the  at- 
tornevs'  names  are  signed  to  it.     I  will  sliow  it  to  vou. 
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Q.    I  know  wliat  it  is.     Tt  is  not  the  official  report. 

A.  I  (lid  not  l)ring  my  copy  from  the  West  Publishing 
Company. 

Q.  That  is  evidently  a  ]jublication  gotten  out  by  the  tele- 
phone company. 

Mr.  Swavze:    That  is  our  publication.    We  got  that  out. 

The  Witness:    It  should  be  accurate  then,  should  it  not? 

Mr.  Swavze  :    Yes,  unquestionably. 

The  Witness:  At  the  bottom  of  page  22  and  the  begin- 
ning of  page  23,  occur  these  words:  '"But  subscribers  are  not 
obtained  without  expenditure  of  money,  labor  and  time,  dur- 
ing which  the  capital  invested  in  the  plant  earns  nothing  and 
often  fails  to  pay  operating  expenses.  The  customers  must  be 
connected  with  the  system  of  the  plant;  trained  employes 
must  be  obtained,  and  a  system  of  operation  must  be  estab- 
lished. Few  industries,  if  any,  involving  an  investment  of 
$90,000  or  more,  can  be  made  self  sustaining  from  the  first 
da}'  of  their  operation.  The  uncontradicted  evidence  in  this 
case  discloses  that  appellant's  plant  for  the  years  preceding 
the  first  hearing  failed  to  produce  revenue  sufficient  for  oper- 
ating expenses,  current  repair,  and  lay  aside  an  amount  for 
depreciation.  During  the  time  of  development  there  is  a  loss 
of  money  actually  expended  and  of  dividends  upon  the  prop- 
erty invested.  How  shall  this  be  taken  care  of?  ^Nlust  it  be 
borne  by  the  owner  of  the  plant,  or  by  the  initial  customers, 
or  shall  it  be  treated  as  part  of  the  investment  or  value  of 
the  plant  constituting  the  basis  upon  which  charges  shall  be 
made  to  all  customers  who  receive  the  benefits  from  the  in- 
creased service  rendering  power  of  the  plant  by  reason  of 
these  expenditures?  It  seems  that  the  last  solution  is  the 
logical,  just  and  correct  one."  That  confirms,  I  believe,  my 
statement  that  it  w^as  on  account  of  the  early  losses. 

Q.  Please  read  further. 

A.  "If  rates  were  to  be  charged  from  the  beginning  so 
as  to  cover  these  expenditures  and  earn  a  dividend  from  the 
time  a  plant  is  first  operated,  the  rate  to  the  first  customers 
would  be  in  many  instances,  if  not  in  all,  so  exorbitant  as  to 
be  prohibitive  and  would  be  so  at  the  time  when  the  plant 
could  be  of  least  service  to  them.     On  the  other  hand,  the 
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public  cannot  expect  as  a  business  proposition  or  demand  as 
a  legal  right  that  this  loss  shall  be  borne  by  him  who  furnishes 
the  service;  for  investors  in  public  service  property  make  such 
investments  for  the  return  they  will  yield ;  and  if  the  law  re- 
quired that  a  portion  of  the  investments  shall  never  yield  any 
return,  but  shall  be  a  total  loss  to  the  investor — " 

Q.  I  wanted  you  to  read  the  part  of  the  decision  where 
they  passed  upon  the  method  which  had  been  followed  in  the 
Commission,  which  you  have  not  read.  Please  state  whether 
or  not  you  know  how  the  company  in  its  testimony  before  the 
Commission  of  Oklahoma  had  arrived  at  its  estimate  of  the 
going  value  or  cost  of  establishing  business? 

A.  Xo,  I  do  not.  I  based  my  statement  upon  what  I  read 
to  you  from  the  decision.  The  decision  says  that  prior  to  the 
first  hearing — I  looked  at  the  date  of  that,  and  I  see  that  it 
was  a  little  before  the  decision — they  were  deciding  with  re- 
spect to  a  decision  made  by  the  Commission  of  Oklahoma  and 
the  first  hearing  was  only  a  week  before  the  decision  by  the 
Commission.  They  say  that  the  uncontradicted  evidence  at 
the  time  of  the  first  hearing  was  that  the  company  had  lost 
money ;  and  that  seemed  to  be  their  great  thought,  that  there 
should  be  allowed  something  to  atone  for  those  losses,  which 
is  precisely  my  interpretation  of  the  New  York  Court  of 
Appeals. 

O.  How  did  the  companv  arrive  at  that,  by  the  historical 
method  or  the  percentage? 

The  Chairman  (Commissioner  Pennypacker)  :  He  said 
a  while  ago  that  he  did  not  know. 

The  \\'itness  :  I  do  not  know  how  the  company  pre- 
sented the  evidence.  I  do  not  know  whether  there  was  any 
bookkeeping  investigation. 

By  Mr.  Sw^wze  :— 

O.  Do  you  know  how  the  court  arrived  at  the  amount  of 
the  going  value  which  they  allowed  in  that  case? 

A.  No.  All  I  know  is  their  statement  that  the  Com- 
mission allow-ed  them  going  value  when  evidence  was  pre- 
sented that  in  the  early  80's  the  company  had  declared  a  15% 
dividend  and  that  under  the  Oklahoma  decision  there  would 
not  be  anv  aoing  value. 
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By  Mk.  Marve: — 

Q.  In  the  decision  of  the  ( )klalioma  cf>urt,  pap^e  24  of 
this  pani])lilet.  it  is  said  :  "All  the  evidence  of  appellant  is 
that  the  t,^oinji;  concern  value  of  the  plant  in  this  case  is 
t(|nivalent  to  20%  of  the  re])roductive  value.  This  evidence 
is  not  contradicted  by  the  State.  The  position  of  counsel  for 
the  .State  and  of  the  Commission  being  that  whatever  its 
amount  is.  it  is  not  an  element  of  present  value  forming  a  basis 
for  the  earning-  of  rates.  20%  of  the  reproductive  value  is 
.$18,926.73,  which,  added  to  the  reproductive  value  of  the 
physical  properties  found  by  the  Commission  makes  a  total 
present  value  on  which  appellant  is  entitled  to  receive  a  fair 
return,  in  the  sum  of  $113,556.42."  Doesn't  that  state  specifi- 
cally the  method  the  company  had  used? 

A.  It  does,  but  it  does  not  state  that  that  was  the 
reason.  The  reason  for  reaching  and  allowing  going  value 
was  because  of  early  losses. 

Q.  I  am  not  speaking  of  the  reasons  for  it,  the  argu- 
ment for  it,  but  that  was  the  method  of  arriving  at  it,  was 
it  not? 

A.  It  Avas  the  only  method  presented  to  them  appar- 
ently, and  the  court  not  having  any  other  method,  I  think 
is  the  reason  for  taking  it. 

Q.  Then  you  do  know  of  decisions  of  courts  that  have 
approved  of  other  methods  of  arriving  at  going  value  or 
cost  of  establishing  business,  do  you  not? 

The  Chairman  (Commissioner  Pennypacker")  :     We  are 
getting  into  the  discussion  of  the  reasons  which  moved  the 
court.     We  do  not  want  to  go  into  that. 
By  Mr.  AIarye: — 

O.  By  whom  are  you  employed  to  testify  in  this  case? 

A.  By  ]\Ir.  French  acting  as  agent,  as  he  said  to  me, 
of  some  i)arties  in  Pittsburgli.  I  think  the  Pittsburgh  Cham- 
ber of  Commerce. 

Q.  \\'hen   were   you    employed? 

A.  ■My  recollection  is  that  it  was  in  the  early  spring 
or  in  the  late  spring,  I  do  not  quite  remember  now. 

O.  Of  what  year? 

A.  This  }ear.     It  was  some  months  ago.     I  do  not  feel 
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very  definite  upon  this  subject.  I  did  no  work  upon  it,  I 
know,  until  the  late  spring,  but  I  cannot  state — I  have  not 
thought  to  look  it  up  since  I  was  not  doing  any  work  upon 
the  case.     I  haven't  it  in  mind  very  definitely. 

O.  Did  you  have  in  mind  that  you  were  going  to 
testify? 

A.  Yes,  when  I  worked  on  the  case  it  was  with  the  idea 
that  I  should  testify. 

O.  That  was  in  the  spring  of  this  year? 

A.  That  was  when  I  began  to  work,  to  look  into  it.  I 
have  spent  only  a  few  days  on  it  comparatively,  but  those 
days  have  been  scattered,  oft  and  on,  for  some  months  as  I 
might  have  time. 

O.  Did  they  supply  you  with  any  data  ? 

A.  No  data  except  the  typewritten  evidence  and  exhibits 
which  I  was  reading  at  the  time  that  I  called  upon  you  in 
New  York  in  connection  with  another  matter. 

O.  \Mien  was  that? 

A.  That  I  should  say  was  after  my  appointment  in  \\'ash- 
ington  to  direct  the  appraisal  of  your  company  there,  and 
therefore  I  fixed  it  as  some  time  in  ]May  or  June. 

Q.  You  called  on  me  ? 

A.  In  IMay  or  June,  it  might  have  been,  I  think. 

O.  Or  August? 

A.  I  did  not  think  it  was  as  late. 

Mr.  Swayze  :     It  was  August. 

The  \Vitxess  :     It  mav  have  been. 
By  Mr.  jMarye  : — 

Q.  That  is  all  the  data  you  had  from  'Sir.  French,  the 
transcript  of  some  minutes  and  the  exhibits  that  have  been 
filed? 

A.  Yes,  that  is  all  I  have  ever  had  until  you  gave  me 
tlie  printed  volumes,  sent  them  to  me  a  week  ago. 

Q.  Did  you  make  any  request  of  this  company  for  access 
to  its  books  or  records? 

A.  No.  I  made  the  request  when  I  called  upon  you  to 
have  the  printed  exhibits  and  evidence  which  I  have  since 
read.  You  promised  that,  and  then  it  had  not  come  and  about 
a  week  ago,  or  two  weeks,  I  wrote  for  it  or  telephoned  for  it 
aiid  vou  kindlv  sent  it  on. 
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Q.  Tliat  was  a  request  for  the  testimony  and  exhibits? 

A.  Yes. 

Q.  Have  you  ever  requested  access  to  the  books  or 
records  or  information  of  this  company? 

A.  No ;  I  want  to  make  it  clear  to  the  Commission  that 
I  was  not  employed  to  make  an  exhaustive  examination  at 
all.  I  was  merely  employed  to  read  the  evidence  and  make 
such  comments  on  it  as  I  might  think  proper.  I  was  never 
employed  to  conduct  an  investigation  at  all. 

Q.  What  did  you  do  to  familiarize  yourself  with  the  tele- 
phone situation  in  the  State  of  Pennsylvania? 

A.  I  merely  read  the  evidence  and  exhibits  in  the  type- 
written form  in  w^hich  I  obtained  it  from  Mr.  French. 

Q.  Prior  to  that  what  knowledge  did  you  have  of  tele- 
phone conditions  in  the  State  of  Pennsylvania? 

A.  None  of  any  large  importance.  I  had  a  little  interest 
in  the  subject.  I  had  looked  through,  in  connection  with 
my  Ciiicago  work,  some  of  the  past  reports  of  the  Bell 
company  of  Pennsylvania,  and  Mr.  Sunny  gave  me  re- 
ports of  practically  most  all  of  the  Bell  companies  of  the 
United  States,  and  I  had  reports  for  many  years  of  the 
American  Telephone  &  Telegraph  Company.  But  I  do  not 
claim  to  have  made  any  special  investigation  of  the  Pennsyl- 
vania telephone  companies ;  in  fact,  my  testimony  is  not  in- 
tended to  be  conclusive  only  as  respects  comments  upon  your 
exhibits  in  evidence.  I  have  not  assumed  that  they  were 
wrong. 

O.  \Miat  is  the  basis  of  your  comment  if  you  had  no 
knowledge  of  the  conditions? 

A.  Your  own  figures  and  evidence  as  you  gave  it. 

O.  How  could  you  comment  upon  that? 

A.  I  could  comment  on  your  theory  by  seeing  your 
figures.  \Mien  on  page  116b  you  set  up  the  cost  of  fifty  odd 
million  dollars  and  then  set  up  a  replacement  new  of 
$73,000,000.  then  I  analyzed  and  found  how  that  was  done. 
My  familiarity  with  the  general  theories  of  appraisal  and  my 
reading  of  it  enabled  me  to  see  the  theories  on  which  Mr. 
Gillette,  Mr.  Hayward.  Mr.  Paine  and  other  witnesses  were 
acting  in  those  appraisals,  the  theorv  on  which  thev  were 
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working,  and  I  could  understand  the  evidence  pretty  well,  I 
thought.  I  thought  your  evidence  and  exhibits  were  quite 
clear,  and  yet  I  had  to  go  without  any  effort  to  check  them, 
because  I  was  not  employing  accountants  to  go  into  the 
records ;  I  took  the  thing  prima  facie  as  it  appears  in  the 
record. 

O.  You  think  you  have  been  able  to  do  that? 

A.  I  think  I  have,  so  far  as  I  have  testified.  I  may  have 
been  confused  on  a  few  points,  but  I  think  not  on  most  of  it. 
I  still  feel  that  way. 

Q.  Do  you  think  you  have  studied  the  exhibits  and 
testimony  sufificiently  to  be  familiar  with  them  and  pass 
judgment  on  them  ? 

A.  Not  sufficiently  to  render  a  decision.  I  would  not 
think  I  would  be  in  a  position  to  render  a  decision  on  the 
merits  of  the  case,  without  more  study  than  I  have  been  able 
to  give  it.  That  does  not  mean  that  I  think  what  I  have 
stated  is  mathematically  exact.  There  may  have  been  a  few- 
inaccuracies,  although  I  do  not  have  them  in  mind  ;  I  say  ir. 
is  human  to  err.  I  think  I  have  understood  your  exhibits 
and  I  believe  that  I  have  quoted  them  correctly. 

0.  How  many  days  did  you  devote  to  reading  the 
testimony? 

A.  The  equivalent  of  two  weeks  time. 

Q.  And  the  exhibits? 

A.  I  meant  to  include  the  whole  thing. 

Q.  And  the  preparation  of  your  tables? 

A.  I  have  not  yet  reckoned  up  the  days,  but  it  would  be 
somewhere  between  two  and  three  weeks,  I  should  say.  If 
you  put  it  offhand,  call  it  twenty  days,  which  would  be  as 
much  time  as  I  have  devoted  to  it.  That  was  mostly  in  a  few 
days  at  a  time,  not  sitting  down  consecutively  to  it. 

O.  Did  you  ever  examine  the  books  of  any  telephone 
company  ? 

A.  I  liave  had  them  examined  under  my  direction  in 
Chicago,  but  I  did  not  act  as  the  direct  accountant  in  that 
respect,  although  I  consulted  the  men  who  were  doing  it  and 
conferred  with  them. 

O.  Your  report  on  Chicago  was  based  upon  a  report  of 
some  accountants,  was  it? 
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A.  And  upon  tlie  appraisal  of  J5yllesby  an<l  Arnold,  upon 
investigations  I  made  independent  of  either,  upon  a  great  deal 
of  study  of  the  company  and  its  work,  constant  conferences 
with  its  engineers  and  officials  for  over  a  year.  There  I  put 
in  practically  half  of  my  time  for  over  a  year  on  the  subject. 

Q.  Did  you  ever  examine  the  books  of  any  public  utility 
company  yourself  ? 

A.  Only  in  the  same  way.  I  have  gone  to  their  books, 
but  I  have  very  largely  simply  supervised  the  direct  account- 
ing. I  have  generally  been  aided  by  certified  public  ac- 
countants and  have  tried  to  get  the  help  of  the  best  assistants 
I  could  for  accounting  work. 

O.  Did  you  ever  make  an  inventory  of  the  property  of 
any  public  service  corporation? 

A.  I  had  it  made  under  my  supervision,  in  the  same  way, 
but  I  was  in  charge. 

O.  By  an  engineer? 

A.  Yes,  I  was  one  of  the  five  that  took  charge  of  the 
valuation  of  over  thirty  public  utilities  for  the  National  Civic 
Federation  in  this  country  and  Great  Britain,  and  the  ex- 
ecutive committee,  of  which  I  was  one,  employed  the  engineers 
and  accountants  here  and  in  Europe  and  we  valued  over  thirty 
of  those  utilities. 

O.  Did  you  take  part  in  that  valuation? 

A.  Only  in  the  way  of  giving  instructions,  went  with 
them  to  some  extent,  supervised  their  work.  The  other  mem- 
bers of  the  committee  were  Professor  King  of  the  Johns 
Hopkins  L'niversity;  Mr.  Maltbie,  of  the  Public  Service  Com- 
mission of  Xew  York ;  Walter  Clark,  Vice-President  of  the 
U.  G.  I.  Company  of  Philadelphia ;  and  part  of  the  time  Mr. 
Edgar  served  with  us.  President  of  the  Boston  Edison  Com- 
pany. We  formed  an  executive  committee  that  supervised  the 
valuation  of  all  those  utilities. 

O.  ^^'hat  was  your  special  work  on  that  committee? 

A.  It  was  to  help  in  directing  the  policies  of  the  investiga- 
tion ;  the  hiring  of  men ;  selecting  the  site  to  be  investigated : 
the  compiling  or  overseeing  their  methods,  visiting  the  cities, 
drawing  together  conclusions  from  the  work. 

O.  Did  you  compile  any  of  that? 
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A.  Yes. 

O.  Any  of  the  appraisals? 

A.  I  compiled  chapters  in  the  report.  There  were  three 
volumes.  The  first  volume  was  the  volume  of  conclusions, 
of  which  I  wrote  and  signed  my  name  to  a  considerable 
portion. 

O.  On  what  subject? 

A.  American  public  utilities.  _^ 

O.  On  valuations? 

A.  On  the  valuation  and  the  results  generally  of  the 
investigation,  yes. 

O.  By  whom  was  that  done? 

A.  By  the  National  Civic  Federation  of  Xew  York  City. 

Q.  When? 

A.  In  1908  or  1909.  The  investigation  was  in  1906  and 
1907.  ■:  ^, 

O.  I  was  just  desirous  of  knowing  what  you  wrote,  the 
subjects  which  vou   wrote. 

A.  I  wrote  the  chapters  upon  gas.  water  and  electric 
light  in  America.  There  was  no  investigation  in  that  of  tele- 
phones or  street  railwavs  in  America.  There  was  an  investiga- 
tion of  street  railways  in  Great  Britain.  I  did  not  write  the 
chapter  on  that. 

O.  \\'as  that  chapter  on  the  question  of  valuations? 

A.  It  was  a  chapter  on  the  conclusions  of  the  investiga- 
tion. It  was  a  study  of  the  valuations,  the  accounts,  the  serv- 
ice, the  political  conditions,  the  history — everything  that  was 
pertinent.  We  were  considering  the  relative  merits  and 
efficiency  of  public  and  private  management  of  certain  selected 
and  agreed  upon  utilities,  and  it  was  a  comparative  study  of 
those  plants. 

Q.  Did  you  or  anyl^ody  connected  with  the  Civic  Federa- 
tion actually  make  any  inventories  or  appraisals  of  any  prop- 
erty anywhere? 

A.  Only  in  the  sense  that  we  in  a  general  way  directed  it. 

Bv  Mr.  Sw.wze: — 

O.  Did  you  go  out  and  have  measurements  made? 
A.  Yes. 
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Q.  What  city? 

A.  'I'lie  i'liiladelpliia  Clas  Works  were  investigated. 

Q.  Inventoried  and  appraised? 

A.  Yes,  sir.  We  had  a  ciiapter  written  on  the  subject  of 
the  Philadelphia  (las  Works,  which  I  did  not  compile,  wliich 
was  written  hy  a  professor  in  the  University  of  Pennsylvania 
whose  name  1  do  not  recall  at  present,  a  man  who  went  to 
South  America — Professor  Rowe.  We  had  an  appraisal  made 
of  the  A\'heeling-,  West  \'irginia,  Gas  Works;  the  Richmond, 
Virginia,  (las  Works;  the  South  Xorwalk  h'lectric  Licdit 
\\'orks  ;  and  aj^praisals  were  made  of  those. 

By  Mr.  :\Iarye:— 

Q.  An  inventory  and  appraisal? 

A.  Yes. 

O.  By  going-  out  and  taking  an  account  of  the  property? 

A.  Yes. 

O.  Ascertaining  what  it  cost? 

A.  Yes.  The  Detroit  Municipal  Electric  Light  plant ;  the 
Cleveland  Water  Works ;  the  Chicago  A\'ater  \\'orks ;  I  think 
the  Peoria  A\'ater  Works ;  the  New  Haven  Water  Works ;  and 
there  were  two  or  three  other  electric  light  and  gas  plants.  I 
do  not  feel  quite  positive  what  they  were  now.  I  have  not 
looked  into  the  matter  for  so  many  years. 

Q.  I  understand  that  in  the  early  part  of  your  testimony 
you  gave  it  as  your  opinion  that  the  basis  that  should  be  taken 
for  calculating  the  earnings  of  the  public  utility  was  the 
original  cost. 

A.  I  did  say  that,  if  you  understand  by  original  cost  what 
I  understand  by  it.  the  actual  cost  of  the  property  now  in  use. 

Q.  The  actual  c(ist  of  the  property  now  in  use? 

A.  Yes. 

O.  Take  the  element  land  or  real  estate :  what  does  that 
embrace  ? 

A.  Before  I  answer  that  question,  you  will  remember  that 
I  qualified  in  regard  to  some  of  these  matters  by  saying  that 
while  I  believed  that  the  cost  theory  was  the  just  one.  I  said 
that  owing-  to  the  attitude  of  the  courts  upon  the  subject,  I 
believed   some   attention    should   be   paid   to   the    replacement 
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cost,  without  adopting  it,  and  I  said  that  I  was  following  what 
I  liad  followed  in  Chicago.  I  there  allowed,  and  have  always 
allowed  in  every  case  that  I  have  been  on,  the  replacement 
value  of  the  land,  but  not  of  the  paving  and  not  fully  over- 
head charges. 

O.  (  Repeated  )  Take  the  element  of  land  or  real  estate : 
what  does  that  embrace? 

A.  Land  embraces  the  site,  the  land,  the  bare,  naked  land 
owned  by  the  company.    It  does  not  include  the  improvements. 

O.  ^^^hat  do  you  include  in  the  cost  of  the  land? 

A.  \Miat  the  company  paid  for  the  land. 

Q.  AMiat  is  usually  included  in  that? 

A.  I  included  what  was  given  on  page  116b  as  the  cost 
of  the  land. 

Q.  Any  overheads? 

A.  I  do  not  include  overhead  in  the  cost  of  land,  follow- 
ing the  ^Minnesota  Rate  Case. 

Q.  In  the  original  cost  theory? 

A.  Yes,  on  the  original  cost. 

O.  I  was  asking  for  that.  Then  the  overheads  are  in- 
cluded ? 

A.  Yes. 

O.  You  do  not  agree  with  the  Supreme  Court  of  the 
United  States  on  that  point,  do  you? 

A.  Yes,  I  followed  that.  I  do  not  take  the  cost  theory 
of  land — you  are  asking  me  what  I  meant  l)v  the  cost  of 
land.  I  was  answering  you.  Init  1  make  an  exception  to 
t'-ie  cost  theory  of  land  and  follow  the  Minnesota  Rate  Case. 

O.  AYhy? 

A.  Because   of  their  decision. 

O.  In  doing  that,  what  do  you  i\o  with  the  overhead, 
which  was  an  element  in  the  cost  of  tlie  land  to  the  com- 
pany ? 

A.   Do  as  they  did.  refuse  to  include  it. 

O.  And  you  would  uot  put  it  in  anywhere? 

A.  No. 

O.  A\"hat  becomes  of  it? 

A.  It  is  absorbed  in  the  profit  they  maile  or  the  price 
they   paid   for  the   land   with    all   the  o\erheail   in   it.     The 
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price  tlicv  paid  for  the  land  with  all  the  overhead  is  less 
than  the  \aluc  to-day  as  the  Minnesota  decision  would 
apply  it. 

O.  Suppose  that  the  land  depreciated  in  value. 

A.  Then,  on  that  improbable  assumption,  there  would 
be  an  injustice  done  to  the  company  which  I  would  protest 
against.  1  do  not  believe  in  doing  that  injustice,  although 
that  would  be  involved  in  the  Supreme  Court  decision. 

O.  In  your  opinion  the  elements  of  overhead  do  enter 
into  the  cost  of  land? 

A.  Thev  enter  into  all  costs. 

O.  Just  the  same  as  any  other  item? 

A.  Yes. 

O.  W'hy  would  you  exclude  il  under  the  replacement  or 
reproduction  theory  ? 

A.  Because  it  was  excluded  by  the  United  States  Su- 
preme Court  in  the  Minnesota  Rate  Case. 

Q.  A\  asn't  there  an  injustice  done? 

A.  They  did  not  go  far  enough.  They  should  have 
taken  the  price  paid  for  the  land,  plus  the  overhead,  which 
would  have  been  a  lower  price.  I  believe. 

O.  What  do  you  mean  by  "overhead?"  Mr.  Hay  ward 
testified  that  he  put  on  some  general  expenses  and  the  ex- 
penses of  his  own  department,  the  Engineering  Department, 
as  he  was  the  man  that  purchased  all  the  land,  and  the  pro- 
rata percentage  of  expenses  of  his  department  went  on  the 
land:  is  that  what  you  mean  Ijy  it? 

A.  Yes.  It  means  the  cost  of  acquisition,  the  engineer- 
ing that  preceded  it.  in  determining  what  land  was  to  be 
selected ;  it  includes  the  searching  of  titles,  the  recording  of 
them  ;  interest  on  the  land  while  improvements  are  being 
put  on ;  and  possibly  one  or  two  other  elements.  Those  are 
the  chief  ones,  I  think. 

O.  General  expenses? 

A.  There  might  be  general  expenses  to  be  added.  I 
think  the  interest  on  the  land  while  it  is  awaiting  use  is 
the  largest  single  overhead  item. 

Q.  A\'hat  interest  did  you  include? 

A.  Interest  on  the  land  while  the  improvements  are 
being  put  on.  while  they  are  getting  ready  to  operate. 
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O.  And  broker's  commission? 

A.  No. 

Q.  If  the  land  be  purchased  through  a  broker? 

A.  Interest  during  construction,  or  interest  on  the  land 
during  the  construction  of  the  improvements,  but  not  the 
cost  of  acquiring  money,  not  the  brokerage  or  discount  on 
bonds  and  stocks. 

Q.  I  said  the  broker  who  purchased  the  land  for  vou. 

A.  Yes. 

O.  The  real  estate  broker. 

A.  Yes,  that  I  included  when  I  said  cost  of  acquisition. 
I  mentioned  that  a  moment  ago. 

O.  Have  you  read  ]\Ir.  Hayward's  testimony  on  that 
subject  in  this  case? 

A.  I  read  it  some  time  ago.  I  do  not  remember  just 
what  he  said  on  it. 

O.  You  disagree  with  him,  do  you? 

A.  I  recall  that  at  the  time  I  thought  he  was  consistent 
with  the  reproduction  theory  or  with  the  theory  of  overhead 
charges  being  there. 

Q.  With  the  cost  theory? 

A.  Or  with  the  cost  theory.  1  think  it  is  all  in  your  cost 
as  shown  by  the  books. 

Q.  And  you  think  properly  there? 

A.  Yes,  any  cost  on  the  cost  theory  could  go  there. 

Q.  How  about  on  the  reproduction  theory  ? 

A.  On  the  reproduction  theory,  in  the  same  way.  you 
should  place  it  there. 

O.  You  disagree  with  the  Supreme  Court  of  the  United 
States  on  that  point,  do  you  ? 

A.  Xo. 

O.  You  said  that  on  the  repro(Uiction  theory  they  should 
give  the  overhead  charges. 

A.  Yes.  but  that  does  not  mean  that  the  Supreme  Court 
endorsed  the  reproduction  theory.  I  do  not  endorse  it.  It  is 
because  they  did  not  endorse  it  that  they  did  not  allow  over- 
head. 

O.  What  did  the  Supreme  Court  do  in  that  case? 

A.  Thev  gave  the  decision  to  the  State  after  throwinsf  out 
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tlie  multi])lcs  and  overhead  on  the  land,  and  they  deferred  the 
settlement  of  other  problems. 

Q.  \\'hat  do  you  do  with  it?  Do  you  throw  it  out,  if  it 
is  an  element  of  cost  which  is  fair? 

A.  It  is  not  an  element  of  fair  value  in  a  rate  case. 

O.  Why  not? 

A.  1  because  it  never  represented  a  sacrifice  of  the  investor. 

O.  Why  not?     He  had  to  pay  it,  didn't  he? 

A.  No,  he  didn't  pay  it,  in  my  opinion.  He  got  the  land 
at  a  time  when  the  land  was  so  clieap  that  the  overhead  he 
then  paid  plus  the  price  he  paid  for  the  land,  is  less  than  the 
naked  value  to-day  without  overhead. 

O.  Suppose  it  decreased  in  value? 

A.  Then  it  would  be  imjust  not  to  add  the  overhead. 
A\'ith  the  cost  theory  you  must  add  overhead ;  with  the  repro- 
ductive theory,  to  be  consistent,  you  must  add  it,  but  since  the 
Supreme  Court  does  not  seem  to  follow  the  theory,  I  think  it 
is  wrong.  I  do  not  consider  that  there  is  any  injustice,  in 
refusing  to  put  the  overhead  on  the  land. 

O.  You  have  one  theory  when  things  increase  and  an- 
other theory  when  they  decrease  in  value,  have  you? 

A.  No,  my  theory  is  that  we  should  have  a  stable  invest- 
ment, and  then  to  get  away  from  those  inequalities,  I  believe 
we  should  stick  to  the  actual  cost  and  not  have  to  reduce  the 
value  every  time  the  cost  of  reproduction  varies. 

O.  AMiat  would  you  do  with  the  increased  value  of  land 
on  the  cost  theory? 

A.  I  should  let  it  stay  there  until  such  time  as  the  land 
was  sold,  and  then  it  would  be  a  matter  of  considerable  ques- 
tion as  to  whether  they  could  pocket  that  excess  value  or 
whether  it  should  be  devoted  to  the  purpose  of  extension  of 
the  plant  when  it  needed  extension.  I  am  inclined  to  think 
the  latter.  I  am  inclined  to  think  that  the  entire  increase  in 
the  value  of  the  land  should  go  to  the  benefit  of  the  users,  but 
I  do  not  apply  that,  never  have  applied  it ;  I  have  always  con- 
ceded to  the  company  the  increased  value  of  its  land. 

O.  Even  under  the  cost  theory? 

A.  Yes.    That  is  the  chief  exception. 

O.  \Miat  is  the  losfic  in  that? 
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A.  The  same  logic  that  there  is  in  some  other  court  de- 
cisions. I  have  followed  that  as  a  court  decision.  I  consid- 
ered that  the  courts  are  themselves  not  logical,  and  where  they 
have  positively  decided  a  thing,  I  follow  it,  and  where  they 
have  not,  I  try  to  do  what  in  my  judgment  seems  the  fairest 
and  most  correct  method. 

By  j\Ir.  Trinkle: — 

O.  Does  it  not  illustrate  the  fact  that  no  one  theory  can 
be  applied  absolutely? 

A.  I  think  it  does. 

By  Mr.  Marye  :— 

O.  As  to  the  question  of  going  value,  the  cost  of  estab- 
lishing the  business :  do  you  know  whether  or  not  it  is  a  fact 
that  these  companies,  the  Bell  companies,  operating  in  Penn- 
sylvania, have  any  bonds  outstanding? 

A.  I  looked  for  the  evidence  of  it  in  the  exhiliits  and  I 
found  none. 

O.  Did  you  read  the  testimony? 

A.  I  think  I  had  it  in  mind  in  the  testimony,  but  the 
latest  I  looked  over  were  the  exhibits,  and  it  is  my  recollec- 
tion that  I  found  no  evidence  of  bonds  outstanding  to-day  in 
the  case  of  the  Bell  companies. 

O.  ^^'hy  tliis  morning  did  }ou  speak  of  a  return  dis- 
trilmted  between  bonds  and  stock? 

A.  Because  we  have  a  right  to  expect  any  company  will 
be  as  up-to-date  in  financing  as  we  have  a  right  to  expect  it 
in  its  use  of  machinery. 

O.  You  think  the  companies  are  not  up-to-date,  do  you? 

A.  No  company  is  up-to-date  that  does  not  tap  the  invest- 
ment market  when  and  where  it  can  get  money  the  cheapest. 

Q.  You  would  advocate  the  companies  mortgaging  their 
property,  would  you? 

A.  If  any  up-to-date  utility  can  borrow  part,  probably 
half  on  its  investment,  which  would  in  the  long  run  be  bor- 
rowing on  bonds,  rather  than  liv  having  it  all  in  stock,  it  should 
do  so. 

O.  You  think  so? 
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A.   I  do,  decidedly. 

O.  What  experience  have  you  had  in  operating  public 
service  corporations  or  any  other  large  companies'^ 

A,  I  have  only  operated  the  Cleveland  Water  Works,  but 
I  have  studied  the  subject  for  a  great  many  years. 

O.  Have  you  had  any  experience  in  conducting  other 
large  companies? 

A.  No,  but  I  am  familiar  with  the  theories  of  those  who 
have.  I  know  that  the  bonding — I  know  it  has  usually  been 
carried  and  is  being  carried  to  more  than  half  of  what  the 
physical  assets  would  cost.  It  is  often  carried  to  100%  of  the 
physical  assets,  but  that  is  going  too  far  in  the  other  direction. 

O.  You  have  no  experience,  though? 

A.  Only  the  experience  of  a  student  of  the  subject. 

O.  You  never  tried  to  raise  the  money  ? 

A.  Not  in  the  way  you  mention. 

O.  Is  it  a  matter  of  judgment  in  your  own  opinion? 

A.  I  believe  that  the  experience  of  all  of  our  public 
utilities,  including  our  railroads,  which  are  a  public  utility, 
indicates  the  possibility  of  raising  at  least  an  amount  equivalent 
to  half  of  the  physical  investment,  half  of  the  cost  of  the 
physical  investment,  by  bonds  at  5%  or  thereabout,  and  that 
that  is  something  which  we  have  a  right  to  demand  of  our 
utilities,  if  they  finance  in  the  w^ay  to  get  the  money  the  cheap- 
est. Some  do  not  want  a  speculative  investment.  They  will 
pay  more  for  a  5%  bond  than  for  7%  stock.  Others  want  a 
speculative  investment,  and  they  will  pay  more  for  7%  stock, 
with  risk,  than  for  5%  bonds.  They  will  usually  tap  a  lot  of 
sources  of  investment,  or  failing  those  sources,  there  are  other 
sources  of  securities. 

O.  Do  you  think  the  Commission  should  compel  the 
company  to  go  out  and  do  that? 

A.  I  think  the  Commission  in  fixing  rates  have  a  right 
to  estimate  what  would  be  the  cost  under  such  financing. 

O.  You  think  \ou  would  study  this  and  find  the  return 
that  these  companies  are  entitled  to  to-day  by  assuming  that 
they  arc  going  out — 

A.   I  am  not  alone  in  that.     That  position  is  often  taken 
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by  commissions.  They  have  often  tried  that  same  method, 
of  assuming  the  vakie  of  the  investment  in  bonds. 

O.  Do  you  know  of  any  decision  of  a  commission  or 
any])ody  else,  courts  or  what-not,  directing  a  pubhc  utihty 
to  do  that? 

A.  No,  not  directing-  it.  I  have  not  said  directing  it.  I 
have  said  based  on  that  method  of  raising  money.  That 
has  often  been  worked  otit. 

By  the  Chairman   (Commissioner  Pennypacker)  : — 

Q.  All  this  means  you  think  they  can  borrow  money, 

5%  on  bonds,  if  they  want  to? 
A.  Yes. 

By  Mr.  Marve  :— 

O.  What  rate  of  return  would  you  assume  for  these  com- 
panies who  have  no  bonds  outstanding? 

By  the  Chairman   (Commissioner  Pennypacker)  : — 

O.  Are  there  any  bonds  of  this  company  outstanding? 
A.  Not  of  the  local  company.  It  is  owned  or  controlled 
by  a  company  above  them.  I  think  in  X^ew  York,  and  that 
by  the  American  Telephone  &  Telegraph  Company,  as  I 
understand  it.  There  are  bonds  outstanding  in  a  way,  but 
not  on  the  local  Bell  company.  I  think. 

By  Mr.  Swayze: — 

O.  There  is  no  mortgage  on  the  property  of  The  Bell 
Telephone  Company  of  Pennsylvania? 

A.  There  are  bonds  on  the  company  that  controls  this. 
1  consider  6^2%  a  fair  return  on  the  company  as  a  whole,  no 
matter  h(3w  it  is  financed. 

By  Mr.  Marve:— 

O.   Irrespective  of  its  security? 

A.  Yes. 

O.  Why  didn't  you  assume  5%  and  6%  in  }Our  method 
of  calculating  the  cost  of  establishing  the  business? 
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A.  1  do  not  understand  your  question  about  my  using 
5%  and  6%  in  the  cost  of  establishing  the  business. 

Q.  You  were  working  out  the  cost  of  establishing  the 
business,  were  you  not? 

A.  Yes. 

Q.  \\'hy  did  you  assume  8%,  7%  and  6%,  instead  of 
assuming  6%  and  5%? 

A.  I  was  there  estimating  on  an  assumption  which  I 
took  too  high,  I  said  at  the  time,  of  8%  for  the  first  ten  years 
down  from  1885  to  1895;  7%  for  the  next  ten  years;  and 
then  thereafter,  as  a  mere  method  of  computation  I  figured 
that  a  compound,  cumulative,  preferred  investment  of  8,  7 
and  6  during  those  years  w'ould  bring  the  investment  at  much 
above  par.  T  consider  that  a  straight  6%  for  the  earlier  period 
would  have  l)ecn  a  fair  dividend,  and  I  gave  the  result  of  such 
computation  as  being  forty-six  million  dollars. 

O.  Do  you  think  that  these  companies  on  an  8%  basis 
in  the  early  years  could  have  financed  themselves? 

A.  I  do  not  say  prior  to  1885.  I  would,  yes,  from  that 
time  on,  and  the  evidence  that  I  gave  this  morning  was  that 
you  were  making  higher  dividends  than  that  from  1880  to 
1885. 

O.  I  ask  you.  if  they  were  making  8%.  it  is  your  assump- 
tion that  they  could  have  financed  themselves? 

A.  I  think  if  it  had  been  advertised  that  it  was  a  cumula- 
tive preferred  compound  stock,  which  is  not  known  in  the 
world  so  far  as  I  am  aware,  thev  could  have  done  so. 

O.  You  think  they  could? 

A.  Yes. 

O.  You  tliink  that  thev  could  finance  themselves  now  on 
a  6^%  basis? 

A.  There  may  have  bcL>n  two  nr  three  vears  at  the  start 
when  they  would  not,  Imt  that  would  have  been  atoned  for 
by  the  large  premium  in  all  the  later  issues  of  securities. 

O.  \Miy  would  they  have  had  to  show  a  higher  return  ? 

A.  In  the  very  beginning,  in  the  raising  of  the  first  mil- 
lion dollars  of  the  forty  or  fifty  million  dollars  they  have  in 
the  property  now,  there  might  have  been  a  necessity  of  some 
discount  on  that,  but  when  I  took  it  I  was  takino-  it  in  the 
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s\veep  of  ten  years  time.  It  would  have  been,  I  recognize 
fully,  a  little  more  in  accordance  with  refinement  of  analysis 
to  have  taken  ten  or  twelve  the  first  year  or  two  and  drop 
quicker  than  I  did  below  eight.  I  simply  divided  it  into  three 
periods  for  convenience. 

Q.  Why  do  you  think  they  would  have  had  to  show  a 
higher  return  in  the  early  years? 

A.  The  theory  is  that  they  would,  because  of  greater  risk, 
yet  when  I  had  the  opportunity  to  study,  as  I  did  have  in 
connection  with  the  Haverhill  Gas  Case,  the  way  the  mone\- 
was  raised  for  the  utilities  of  Massachusetts  from  1850  on,  and 
found  that  they  raised  all  the  money  they  needed  for  the 
building  of  all  of  the  railroads  in  that  State,  and  gas  and 
electric  plants  on  6%  to  8%.  even  in  the  fifties  and  sixties, 
T  was  quite  shaken  in  the  idea,  even  for  five  years  time, 
that  these  large  percentages  were  necessary  even  at  the 
beginning.  At  the  same  time  I  made  the  computation  which  I 
put  in  here. 

O.  As  I  understand  it,  it  was  owing  to  the  risks  in  the 
earlier  years? 

A.  That  is  the  theory  of  it,  and  there  is  a  risk,  I  believe, 
in  the  first  two  or  three  years ;  and  that  is  the  reason  why 
you  have  to  allow  on  stock  a  higher  return  than  on  bonds. 
That  is  why  the  sale  of  bonds  has  been  offered  at  4%  or 
5%,  lower  rather  than  higher  than  5,  until  the  last  five  years, 
while  we  estimated  stock  at  6  to  7  :  it  is  sim])ly  because  of 
that  increased  risk. 

O.  Do  you  think  the  increased  risks  applying  to  the  tele- 
l)hone  business  in  the  State  of  Pennsylvania  in  the  earlier 
years  were  greater  or  less  than  they  are  now  or  have  been  in 
the  last  year? 

A.  Tt  was  greater  in  the  first  five  years,  probably,  prior  to 
1885.  From  that  time  on  it  has  been  a  prettv  secure  invest- 
ment.   I  think  it  is  more  secure  now  than  it  was  then. 

O.  Although  the  earnings  are  less? 

A.  The  consolidation  with  the  national  com])aii\'  and  the 
growth  of  the  business,  the  larger  investment  market — 

Q.  You  say  consolidation  with  the  national  company, 
what  company? 
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A.  The  American  Tele])hone  &  Telegrai)li  Com])any. 

O.  Consolidation  of  the  American  'I'elejjlione  (S:  Telegra])h 
Company  with  what  ? 

A.  The  VitW  com])any,  as  I  have  said  several  times,  is 
snbstantially  and  practically  owned  by  the  American  Tele- 
phone &  Telegraph  Company.  There  may  be  an  interme- 
diary in  New  York  City,  but  it  amounts  to  the  same  thing 
in  the  long  run,  one  company  owning  all  of  the  IJell  com- 
panies of  the  L^nited  States,  with  two  or  three  minor  excep- 
tions— I  do  not  mean  legally  ;  I  mean  practically  -^o,  owner- 
ship of  the  majority  of  the  stock. 

Q.  Have  you  in  mind  the  competitive  conditions  in  the 
State  of  Pennsylvania  at  this  time? 

A.  I  know  that  there  are  comjictitive  conditions,  but 
hoAv  they  compare  with  years  ago,  I  cannot  say. 

O.  Did  you  take  this  into  consideration  in  considering 
the  risks  in  the  business? 

A.  I  took  it  into  consideration  to  the  extent  of  not 
believing  the  competition  was  relatively  growing  or  on  the 
whole  was  verv  serious.  I  took  it  into  consideration  like- 
wise in  Chicago,  where  there  was  an  active  competitive 
company.  I  do  not  consider  that  it  is  a  serious  competition. 
I  took  it  into  account. 

Q.  Do  you  know  whether  it  is  serious  or  not? 

A.  I  have  not  studied  it  sufficiently  to  say  Avhat  its 
relative  growth  is  or  whether  the  competition  is  growing. 
Tt  was  my  belief  that  it  was  not  relatively  growing. 

O.  Isn't   it   important  to   know   that? 

.\.  I  had  it  in  mind  in  reviewing  the  evidence.  I  was 
(|uite  confident  that  if  the  figures  showed  that  you  were 
doing  a  decreasing  percentage  in  Pennsylvania  it  would 
have  been  prominently  brought  out,  and  I  did  not  find  it.  I 
felt  very  sure  that  that  was  not  the  case. 

Q.  You  have  not  found  a  growing  competition  in  this 
State ^ 

.\.  Mv  thought  is  that  if  you  were  doing  a  decreasing 
percentage  of  the  telephone  business  of  Pennsylvania  it 
would  have  been  very  prominently  in  the  evidence,  and  I 
could  not  find  it.     If  it  is  there,  I  overlooked  it. 
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O.  You  think  that  the  company  did  the  same  percent- 
age of  the  business  say  in  the  past  year  as  it  did  in  1890? 

A.  As  to  any  one  year,  I  could  not  say.  I  suppose  the 
average  is  more  in  the  last  five  years  than  in  the  nineties 
or  in  1900.    I  have  not  seen  any  exact  figures. 

O.  What  competition  do  you  think  there  was  in  1890? 

A.  I  do  not  know,  but  I  have  this  in  mind,  the  chief 
thing — I  liad  two  tilings  in  mind:  first,  I  found  no  evidence 
of  your  claim  to  gradually  losing  ground  in  the  State.  I  did 
not  find  any  evidence  of  that.  That  would  have  been 
brought  out  if  it  was  there.  In  the  second  place,  my  study 
generally  throughout  the  United  States  has  convinced  me 
that  the  Bell  companies  were  growing  faster  than  Inde- 
pendents. 

O.  Do  you  think  the  existence  of  the  Independents  is  any 
risk  in  the  State  of  Pennsylvania  ? 

A.  I  do  not  think  it  is  a  risk  that  is  growing. 

Q.  Is  it  a  risk  at  all? 

A.  I  think  it  is  diminishing  with  the  establishment  of 
the  Commission. 

Q.  Is  it  a  risk  at  all  in  the  State  of  Pennsylvania? 

A.  To  a  slight  extent. 

O.  Did  you  take  that  into  consideration? 

A.  Yes.' 

Q.  You  think  under  competitive  conditions,  serious  or  not 
serious,  the  same  rate  of  return  should  be  allowed,  do  you? 

A.  No. 

Q.  Suppose  the  competition  was  serious  in  the  Sta^te  of 
Pennsylvania,  what  wovild  you  think  would  be  a  reasonable 
return  to-day  on  stock? 

A.  That  is  altogether  relative  as  to  the  amount  and 
severity  of  growth,  the  tendency  of  growth  of  that  competi- 
tion, and  whether  a  commission  is  stepping  in  to  regulate  the 
rate  to  prevent  a  ruinous  competition. 

O.  Do  you  not  think  you  should  have  been  posted  on  that 
before  passing  on  the  rate  of  return  as  vou  did? 

A.  I  was  sufficiently  posted  for  the  statement  that  I  made, 
that  profits  are  much  larger  than  necessary.     T  did  not  fix  any 
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exacl  rclurn.  I  fixed  it  at  about  6)/>%,  but  1  left  a  margin  for 
some  competition. 

Q.  You  did  that  in  your  experience  in  the  City  of  Chi- 
cago? 

A.  1  do  that,  too. 

The  Chairman  (Commissioner  Pennypacker)  :  The 
next  meeting  of  the  Commission  at  which  this  hearing  will  be 
continued,  will  be  arranged  by  the  Secretary  with  counsel.  In 
the  meantime  the  witness  will  have  an  ojiportunity  of  prepar- 
ing himself  for  cross-examination. 


Adjourned  sine  die. 


Hearing  before  the  Public  Service  Com- 
mission of  the  Commonwealth  of  Pennsylvania. 
held  at  Harrisburg,  F^a.,  December  17  and  18. 
1914. 
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Hearing  held  before  the  PubHc  Service  Commission  of 
the  Commonwealth  of  Pennsylvania,  in  the  Supreme  Court 
Room,  Capitol  Building,  Harrisburg,  Pa.,  Thursday,  December 
17,  1914,  at  10  o'clock  a.  m. 


Present : 

Commissioners  Pennypacker,  acting  Chairman, 
Tone,  Brecht  and  Wright. 

Berne  H.  Evans,  Esq.,  assistant  counsel  for  the  Com- 
mission. 

J.  L.  SwAYZE,  Esq.,  Robert  V.  Marye,  Esq.,  and 
Addison  Candor,  Esq.,  counsel  for  The  Bell  Tele- 
phone Company  of  Pennsylvania  and  The  Central 
District  Telephone  Company. 

H.  FiNDLAY'  French,  Esq.,  and  George  B.  Gordon, 
Esq.,  counsel  for  the  Pittsburgh  Chamber  of  Com- 
merce. 
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RnwAKu  \\\  Cemis,  recalled. 

The  Witness  :  During  the  last  hearing  I  made  the  remark, 
I  think,  that  some  of  my  data  I  had  not  had  time  to  work 
out  quite  as  much  in  detail — 

The  Chairman  (Commissioner  Pennypacker  j  :  The  tes- 
timony in  this  case  has  grown  so  voluminous  that  I  would  not 
repeat  a  remark  made  at  another  hearing.  Just  go  on  with 
what  there  is  new. 

The  Witness  :  And  I  have  brought  wnth  me  a  dozen 
sheets  of  exhibits,  of  about  one  page  each  in  most  cases,  which 
summarize,  and  add  somewhat  in  clearness  and  detail  to  my 
testimony,  without,  I  think,  altering  its  tenor  at  all,  and,  if  it  is 
agreeable  to  the  Commission,  I  would  present  them  now,  or 
present  them  after  the  cross-examination. 

]Mr.  Svi'AYZE :  \\'e  have  not  had  any  opportunity  to  ex- 
amine this. 

The  Witness  :  No,  it  is  just  finished. 

Mr.  Swayze:  I  understand  that.  If  it  is  matter  that 
is  relative,  of  course,  to  what  you  have  already  testified  to,- 
we  would  have  to  examine  it,  and  could  not  accept  your 
statement  that  it  did  not  change  the  tenor  or  purport  of  your 
testimony. 

The  Witness:  I  have  it  here.  It  is  based  on  your  ex- 
hibits, mostly,  and  gives  in  every  case  the  page  and  number 
of  your  exhibit,  and  the  computations  are  made  very  clear, 
so  I  can  hand  it  in  now  or  after  cross-examination  of  my 
testimony.  I  would  like  the  privilege  of  getting  it  before  the 
Commission,  as  a  summary  and  a  little  clearer  form  of  what 
I  have  said  on  the  case  here. 

The  Chairman  (Commissioner  Pennypacker)  :  Are  those 
tables  you  want  to  offer  in  evidence? 

Mr.  French  :  Those  tables  of  which  Professor  Bemis  is 
now  speaking  have  not  been  offered  in  evidence. 

The  Chairman  (Commissioner  Pennypacker)  :  I  under- 
stand that.  Are  they  tables  that  it  is  intended  to  offer  in 
evidence? 

Mr.  French  :  They  are.  The  only  question  is  whether 
Professor  Bemis  shall  put  them  in  now  or  put  them  in  at 
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the  end  of  Mr.  Marye  s  crus>-exaniination.  We  think  it  will 
clarify  matters  to  do  it  now. 

The  Chair:\iax  (Commissioner  Pennypacker)  :  I  should 
think,  if  they  are  to  cross-examine  on  those  tables,  the  sooner 
thev  get  in  the  better,  and  the  cross-examination  may  follow 
later. 

The  Witness  :  Then  I  will  hand  them  in  now.  I  have 
a  copy  for  the  Commission  and  a  copy  for  counsel. 

The  Chairman  (Commissioner  Pennypacker)  :  The  first 
thing  to  do  is  to  have  them  identified  in  some  way. 

By  Mr.  French  : — 

Q.  I  ask  you  if  you  will  put  in  evidence  certain  exhibits, 
being  known  as  Bemis  Exhibit  No.  2,  Bemis  Exhibit  No.  3, 
Bemis  Exhibit  No.  4,  Bemis  Exhibit  No.  5,  Bemis  Exhibit 
No.  6,  Bemis  Exhibit  No.  7,  Bemis  Exhibit  No.  8,  Bemis 
Exhibit  No.  9,  Bemis  Exhibit  No.  10,  Bemis  Exhibit  No.  11, 
Bemis  Exhibit,  No.  12,  and  Bemis  Exhibit  No.  13? 

A.  Yes. 

(Statements  offered  in  evidence,  entitled  and 
marked  as  follows : 

The  Bell  Telephone  Company  of  Pennsylvania^  and 
Associated  Companies,  State  of  Pennsylvania,  Develop- 
ment Cost  Statement,  Bemis  Exhibit  2 ; 

Pennsylvania  Telephones,  Annual  Percent  Depre- 
ciation not  cared  for  by  Current  Maintenance.  Bemis 
Exhibit  3 ; 

Pennsylvania  Telephones,  Annual  Depreciation  Ap- 
plied to  Cost  of  Property.  Bemis  Exhibit  4; 

Pennsylvania  Telephones.  Percent  of  Depreciation 
to  Replacement  \'alue  as  of  August  31.  1912,  Bemis 
Exhibit  5  ; 

Pennsylvania  Telephones.  Depreciation  up  to  Au- 
gust 31,  1912,  as  Apphed  to  Investment  Cost.  Bemis 
Exhibit  6; 

Pennsylvania  Telephones.  Accrued  Depreciation, 
Depreciation  Reserves,  and  Profits,  1913,  Bemis  Ex- 
hibit 7 ; 
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l'eiins\l\ania  'Iclcphoiics,  Relation  of  Construction 
in  Process  to  I 'hint  in  Service,  Beniis  Exhibit  <S; 

Penns\l\ania  Telepliones.  ]-'arlv  I'rohts.  I'.emis  Kx- 
hibit  9;  , 
,  Penns}l\ania   Telei)hones,   I-"air  \'alue,  Ueniis   \L\- 

liil)it  10; 

PennsyKania  'rele])hones.  Revenue  and  Expense?, 
P>eniis  Exhibit  1 1  ; 

Pennsylvania    Telephones.    Profits,    Dividends   and 
Surplus.  Beniis  Exhibit  12; 

Pennsylvania  Telephones.  Analysis  of  A.  T.  &  T. 
Co.  Re])ort.  P)emis  Exhibit  13.) 

O.  \\  ill  you  explain,  as  rapidly  as  consistent  with  clarity, 
these  exhibits  which  you  now  put  in? 

Mr.  ]\Iarye  :  I  think  you  ought  to  identify  these  exhibits 
more  than  that,  instead  of  putting  them  all  in  in  a  bunch. 

]\Ir.  Frexcii  :  I  was  trying  to  save  time  by  having  Pro- 
fessor Bemis  identify  and  state  the  method  of  preparation  and 
object  of  each  exhibit  as  it  came  along,  but.  if  you  want  me 
to  take  up  each  exhibit  separately,  which  will  take  more  time. 
I  will  do  so. 

^Ir.  Marve:  How  can  we  cross-examine  on  six  exhibits? 
By  Mr.  French: — 

O.  AMll  you  take  up  your  Exhibit  X'o.  2  and  state  what 
that  exhibit  shows? 

A.  It  is  an  exhibit  prepared  under  my  direction,  and  on 
the  same  principle  as  Exhibit  Xo.  1,  that  was  put  in  before, 
except  that  it  shows  what  the  company  could  have  considered 
to  be  its  investment  if  it  had  been  entitled  to  a  6%  return 
compounded  since  1884.  I  gave  one  in  my  last  testimony 
where  8*/^  was  allowed  for  ten  years,  until  1895.  and  then 
7%  until  1005.  and  6%  thereafter.  This  is  a  straight  6% 
return.  It  is  like  my  Exhibit  Xo.  1,  patterned  entirely  on 
exhibits  the  company  ptit  in.  and  I  gave  the  final  figure  in  n.iy 
testimony,  $46.668,386 :  but  this  simply  gives  the  detail  of  the 
computation,  that  is  all. 

Q.  In  other  words,  this  is  just  a  detailed  amplification, 
showing  the  basis  and  method  by  which  you  arrived  at  the 
tisrure  vou  gave  at  the  last  hearing? 
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A.  That  is  all. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 

O.  Without  having  seen  it,  I  do  not  suppose  it  is  like 
the  one  that  the  other  side  put  in. 

A.  The  principle  is  the  same,  but  they  took  an  8%  right 
through  and  I  took  a  6%  right  through. 

O.  So  that,  instead  of  being  like,  it  ditTers  ? 

A.  It  differs  to  that  extent,  but  I  mean  it  is  prepared  on 
the  same  method. 

By  I\Ir.  French  : — 

O.  \\'\\\  you  take  up  Exhibit  Xo.  3,  put  in  by  you,  and 
state  what  that  exhibit  is  and  what  it  shows? 

A.  That  merely  shows  the  percentage  of  depreciation 
which  the  company  took  on  each  class  of  property,  the  annual 
depreciation,  and  the  onlv  object  in  introducing  it  is  that  1 
wish  to  apply  it  as  I  did  in  my  testimony — 

By  tpie  Chairman  (Commissioner  Pennypacker)  : — 

O.  Just  tell  us  generally  what  it  shows.  It  shows  the 
depreciation,  does  it? 

A.  It  shows  the  depreciation  on  each  item  of  property 
which  the  company  used.  It  applied  this  per  cent,  of  depre- 
ciation, based  upon  life  of  the  property  and  condition.  They 
applied  it  to  the  estimated  cost  of  reproduction. 

O.  Xever  mind  what  they  did,  but  Avhat  you  have  there 
on  that  table.     You  are  describing  the  tables  now^ 

A.  Yes;  and  this  shows  the  percentages  which  they  used, 
and  I  in  some  cases  exchanged — there  were,  for  example, 
exchange  pole  lines,  and  they  gave  one  percentage  of  annual 
depreciation  to  them,  namely  9.5%,  and  to  the  toll  pole  lines, 
6.2%.  I  desired  to  get  an  average,  because  in  applying  it,  as 
I  do  in  my  next  exhibit,  or  soon  afterwards,  to  the  cost  of 
the  property,  instead  of  to  its  estimated  reproduction  cost, 
I  find  that  exchange  pole  lines  and  toll  pole  lines  are  included 
under  the  term  "pole  lines."  I  desired  to  use  their  percent- 
ages of  life  and  annual  depreciation,  but  to  apply  it  to  the 
actuH/  cost  as  shown  by  their  books,  instead  of  to  the  repro- 
dLiclJon  cost,  as  thev  difl. 
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\\\    Mr.  .Makye:— 

O.  ^'ou  liave  repeatedly  in  your  testimony  used  that  state- 
ViCiit.  Do  you  intend  us  to  interpret  your  testimony  to  mean 
that  this  company,  in  its  annual  expense  for  depreciation,  ap- 
plies it  to  the  reproduction  cost  of  its  property? 

.\.  No,  I  refer  to  your  testimony,  Exhibit  K,  page  391), 
where  you  did  apply  it. 

Q.  ]*>ut  you  are  talking"  now  about  our  exhibits  of  annua) 
expenditures.  I  just  wanted  to  know  if  we  were  to  under- 
stand your  testimony  as  meaning"  that,  in  our  exhibits  for  ex- 
penses, the  item  of  depreciation  was  an  item  to  be  arrived  at 
by  applying  some  percentages  to  replacement  cost. 

A.  I  am  applying  your  percentages,  applied  to  replace- 
ment cost  in  Exhibit  K,  39b.     That  is  all  I  meant  to  say. 

O.  But  you  have  repeatedly  said  that  you  are  applying 
it  to  the  cost  of  this  property,  whereas  the  company  applied 
it  to  its  reproduction  cost  new.  Do  we  understand  that  that 
is  your  analysis  of  the  testimony  in  this  case,  of  those  exhibits 
of  expenses? 

A.  Yes,  with  this  one  modification,  that  the  witnesses 
whom  you  put  on,  so  far  as  they  made  any  application,  ap- 
plied these  percentages  to  reproduction  cost,  and,  since  they 
were  your  witnesses,  I  assumed  that  that  was  a  theory  that 
you  endorsed. 

The  Chairman  (Commissioner  Pennypacker)  :  V^ry 
well.    If  that  is  your  position,  we  understand  it. 

Bv  ]\Ir.  Frexch  : — 

O.  W  \\\  vou  take  up  ^-nnr  Exhilnt  Xo.  4  and  describe 
what  that  exhibit  is?  . 

A.  Exhibit  No.  4  simply  ap])lies  the  annual  per  cents,  of 
depreciation,  used  by  the  company's  witnesses  and  computed 
by  me  in  Exhibit  3,  to  the  auditor's  book  value,  which,  as  I 
understand  it.  is  the  cost  as  shown  by  the  books,  and  it 
shows  an  aniuial  depreciation,  based  on  the  cost  of  the  prop- 
erty, of  $2,668,124..=^2. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 
O.  Does  that  table  also  show  depreciation  ? 
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A.  It  shows  the  annual  depreciation  in  amount  and  in 
percentage. 

Q.  Then  it  is  like  the  other  table,  except  that  it  is  divided 
up  into  years  ? 

A.  Yes,  it  is  the  annual  percentages  used  by  the  com- 
pany's witness  and  applied  to  the  cost  of  the  property. 

Q.  I  understand  you  are  applying  it  always  to  the  cost? 

A.  Yes,  and  it  is  equivalent  to  5.492%  annually. 

By  Mr.  French  : — 

O.  Is  there  anything  more  you  w^ould  like  to  say  about 
Exhibit  4? 

A.  No. 

O.  Passing  to  Exhibit  5,  will  you  state  what  that  exhibit 
shows  ? 

A.  That  exhibit  is  a  mere  computation,  from  the  com- 
pany's Exhibit  N,  page  42b,  where  they  give  the  dollars  of 
depreciation  on  each  class  of  property,  and  I  here  transform 
it  into  percentages  on  each  class  of  property,  the  reproduction 
cost  of  each  class  of  property.  It  is  simply  a  transformation 
of  their  dollars  into  percentages,  on  the  same  base  that  they 
used. 

O.  What  is  the  object  of  that  exhibit? 

A.  In  order  to  apply  it  in  the  next  exhibit. 

O.  Will  you  please  explain  Bemis  Exhibit  No.  6? 

A.  That  is  an  application  of  their  percentages  of  depre- 
ciation, thus  worked  out,  or  of  their  witness  rather,  to  the 
cost  of  the  property — the  accrued  depreciation,  the  depre- 
ciation up  to  August  31,  1912,  on  the  cost  of  the  property — 
and  it  results  in  $9,759,797.86.  It  is  only  about  $20,000  dif- 
ferent from  the  way  I  stated  it  in  my  testimony,  where  there 
was  a  slight  error  in  the  recording  of  it.  or  in  my  statement 
of  it  from  some  notes  I  had. 

O.  Will  you  take  up  Bemis  Exhibit  No.  7  and  state  what 
that  exhibit   shows? 

A.  That  shows  the  accrued  depreciation,  depreciation 
reserves  and  profits  in   1913. 

By  the  Chairman  (Commissioner  Pennypacker)  : — - 
O.  What  is  that?     I  do  not  quite  understand. 
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A.  It  shows  the  accrued  depreciation  and  reserves  to 
meet  it,  and  the  profits,  in  1913,  the  last  year  for  which  we 
have  any  records,  and  it  will  be  more  fully  explained  by 
taking  up  the  various  lines  in  the  exhibit.  The  first  line  gives 
the  accrued  depreciation  based  on  20.09%,  the  figure  just 
found,  of  the  total  plant  August  31,  1913,  which  is  $10,- 
425,674. 

O.  That  is  the  entire  depreciation  up  to  that  time,  is  it? 

A.  Yes.  Then  I  give  four  different  estimates  of  the 
depreciation  reserve  presented  by  witnesses  for  the  company 
at  different  places,  and  I  take  the  lowest  of  those  as  the 
amount  that  has  accumulated  in  the  reserve. 

O.  What  do  you  mean  by  four  different  estimates? 

A.  Four  different  estimates  of  the  amount  accumulated 
in  the  depreciation  reserve. 

O.  Do  you  mean  that  the  witnesses  testified  to  four  dif- 
ferent figures? 

A.  Yes. 

O.  And  you  say  you  take  the  lowest  one.  What  does 
that  show? 

A.  That  shows  $7,437,789.47.  Then  the  difference  be- 
tween that  figure  and  the  $10,425,674  of  actual  accrued  de- 
preciation, shows  the  accrued  depreciation  that  is  not  met, 
possibly,  by  depreciation  reserves.     It  is  nearly  $3,000,000. 

O.  When  you  say  "possibly" — surely  it  is  not  met,  if 
those  be  the  figures? 

A.  Yes,  but  I  take  the  lowest  estimate  of  depreciation 
reserves.  If  I  had  taken  the  higher  estimates  given  above, 
then  the  amount  would  be  somewhat  less. 

O.  Xo,  but  you  understand  where  you  plant  your  feet, 
you  know. 

A.  Yes,  but  I  give  the  company  the  benefit  of  the  doubt. 
that  is  all. 

O.  I  know.     I  saw  what  you  were  doing. 

A.  And  so  I  used  the  figure  $2,987,885.53  as  the  amount 
of  accrued  depreciation  based  on  the  cost  of  the  property, 
which  has  not  been  met  by  the  depreciation  reserves. 

Q.  Taking  that  calculation  to  be  correct,  then  the  re- 
serve is  not  sufficient;  is  that  it? 
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A.  No,  by  nearly  $3,000,000.  Then  I  find  that  that  is 
equivalent  to  .581% — that  the  amount  they  have  been  setting 
aside  for  depreciation  is  .581%  too  small.  Then  I  show  that 
during  the  last  twelve  years  they  have  not  set  aside  enough — 

By  Mr.  Marye: — • 

Q.  Excuse  me;  do  you  say  too  small? 

A.  The  amount  they  have  set  aside  is  too  small  by  .581%. 
The  amount  they  have  set  aside  was  not  sufficient  by  that 
amount. 

O.  Are  you  going  to  reconcile  that  with  your  testimony 
at  the  last  hearing,  that  they  were  setting  aside  too  much? 

A.  Yes.  This  .581%  is  for  the  whole  period  of  the  life, 
since  1884.  Now  the  amount  they  have  spent  or  set  aside 
for  part  of  this,  a  good  share  of  it,  is  actually  expended  in 
current  repairs,  station  removals  and  changes  and  renewals 
from  year  to  year. 

O.  Current  repairs?  Are  you  testifying  from  the  record, 
Professor  Bemis? 

A.  The  maintenance  and  reserves,  or  added  to  reserve, 
as  I  have  given  here,  are  $38,787,215  from  1901  to  1913, 
taken  from  Exhibit  WW,  page  120b. 

The  Chairman  (Commissioner  Pennypacker)  :  Mr. 
Marye,  I  think  we  had  better  let  the  witness  tell  his  story 
and  then  have  the  cross-examination  come  along  later. 

Mr.  Marye:  I  just  wanted  to  be  sure  where  we  stood. 

The  Witness:  8.75%  was  the  percentage  of  actual  ex- 
penditure for  maintenance  and  additions  to  reserve,  1901  to 
1913.  That  was  the  ratio  to  the  average  book  valuations  of 
the  property.  That  was  too  low  by  .581%.  Adding  the  two 
together,  the  amount  that  was  required  was  9.331%.  Now- 
applying  that  percentage  to  the  average  investment  of  the 
property  in  1913,  of  a  little  over  $52,000,000,  we  have  $4,- 
860,614.94  that  should  have  been  expended,  or  added  to  the 
reserve  that  year.  That  year,  however,  the  amount  of  actual 
additions  to  the  reserve  and  expenditures  was  $5,115,179.88, 
or  an  excess  above  the  normal  needs  of  $254,564.94.  In 
other  words,  while  the  average  for  the  whole  life  of  the  com- 
pany has  been  too  small,  the  average  of  the  last  two  years 
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has  been   loo   high — the   amount   for  the  last  two  years   has 
lieen  too  high. 

r.v  THE  Chairman  (Commissioner  Pennypacker)  : — 

O.  So  they  have  increased  their  reserve  recently,  have 
they  ? 

A.   Ves,  very  much. 

O.  Now  by  that  increase  have  they  sufficient  reserve  to 
cover  the  depreciation  ? 

A.  That  alone  will  not,  but  that  together  with  their  sur- 
plus, as  I  will  show  in  a  few  minutes,  more  than  covers  it. 
The\'  are  -pending  now  more  than  a  normal  amount  to  cover 
it.  making  up  in  that  way  some  deficits  of  earlier  years.  The 
normal  amount  is  $254,564.94  lower  than  the  amount  they 
spent  in  1913.  I  take  ofif  four-ninths  of  the  payments  to 
the  American  Bell  TelephtMie  Company  for  rights.  The 
total  payment  oi  the  4i<5%  is  $663,617.86.  That  is  excessive 
by  four-ninths.  Reducing  it  to  2y2%,  the  2%,  or  four-ninths, 
which  is  taken  off  by  me,  is  8293,830.16.  The  gross  revenue 
of  the  telephone  property  of  Pennsylvania  in  1913 — 

O.  I'or  what  length  of  time? 

A.  i-'or  the  one  calendar  year,  1913,  as  shown  by  the  com- 
pany's Exhibit  3T.  page  271b.  is  $15,592,001.77.  The  oper- 
ating expenses  and  deductions  from  revenue  that  year,  ac- 
cording to  the  company's  Exhibit  3X,  page  279b,  were  $11,- 
674.849.42.  The  profit  as  reported  by  the  company  was  the 
dift'erence.  or  $3,917,152.35.  T  add  to  this,  which  I  have 
called  the  profit  reported  by  the  company,  the  excessive  ad- 
ditions to  depreciation  reserve,  as  above. 

O.  Add  to  it  what? 

A.  Excessive  additions  to  depreciation  reserve,  the 
amount  above  the  normal. 

O.  P.ut  I  thought  that  was  important,  to  make  up  the 
reserve  ? 

A.  The  amount  that  they  should  put  into  the  reserve  is 
the  normal  amount.     Xow  if  they  have  not  put  in — 

O.  P.ut  wait  a  minute.  They  have  not  put  in  at  one 
time  sufficient.     Now  they  make  it  up  in  recent  years. 

A.  Thev  do  wheti  the  reserve  was  not  sufficient,  but.  as 
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you  will  see  in  another  exhibit  pretty  soon,  they  have  a  sur- 
pkis  of  several  million  dollars,  which  does  more  than  make 
up  the  depreciation ;  so  it  does  not  make  any  difference  what 
they  call  it,  they  have  the  reserve  there. 

O.  I  agree  with  you  that  the  name  by  which  you  call  it 
is  of  no  importance;  but  you  found  the  money  somewhere 
else,  did  you  ? 

A.  Yes,  it  will  appear  in  a  moment.  Then  there  is  the 
excessive  payment  for  rights  just  mentioned,  of  four-ninths. 
Those  two  added  to  the  protit  reported  by  the  company  gives 
what  I  considered  the  total  profits  as  adjusted,  which  I  con- 
sider the  true  profits,  $4,465,547.45. 

O.  \\'hat  percentage  is  that?  Have  you  calculated  the 
percentage  ? 

A.  I  have  that  in  a  later  exhibit,  in  a  few  moments. 

By  ]\1r.  French  : — - 

O.  \\'ill  }'ou  take  up  Exhibit  Xo.  S  and  explain  what  that 
exhibit  shows? 

A.  That  shows  the  amou.nt  of  construction  in  process 
the  last  three  years,  as  a  ratio  to  the  total  plant  in  service  of 
The  Bell  Telephone  Company  of  Pennsylvania  and  of  The 
Central  District  Telephone  Company,  as  shown  by  the  balance 
sheets  of  the  two  companies.  It  shows  that  the  construction 
in  process  at  the  end  of  each  of  those  three  years  averaged 
only  1.7%,  and,  if  that  ratio  had  prevailed  in  the  previous 
years,  the  sum  of  the  yearly  construction  in  process  would 
have  been  $8,733,888.  and  interest  on  it  at  6%  would  be 
$524,033.28.  That  may  represent  interest  during  construc- 
tion, on  construction  in  process,  which  was  not  covered  by 
average  investment  of  the  year ;  at  least,  it  is  possible  to  be 
so  interpreted.  I  give  the  figures  without  directly  using  them 
in  any  other  exiiibit,  but  as  bearing  on  construction  in  process. 

O.  Taking  up  now  your  Exhibit  No.  9,  will  you  state 
what  that  shows  ?- 

A.  Exhibit  No.  9  goes  back  of  1885  to  establish  the  fact 
that  there  was  no  early  deficit  that  would  justify  a  claim  for 
going  value  on  the  historical  method,  the  method  of  the  Wis- 
consin  Commission,   or  the   method   introduced  bv   some  ex- 
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liibils  for  the  company.  It  starts  with  1880,  where  the  cap- 
ital stock  outstanding  is  known ;  the  book  value  of  the  prop- 
erty is  not  given  in  any  exhibit,  but  the  capital  stock  out- 
standing is  given,  $691,600,  which  indicates  at  that  time,  of 
course,  that  tlie  company  was  very  small.  The  first  five 
years  following  that — in  other  words,  following  1879 — shows 
dividends  of  15.45%  on  the  kverage  capital  stock  outstanding, 
and  that  does  not  indicate  any  early  deficits.  For  the  next 
five  years  we  have  the  book  value  of  the  property  and  the 
dividends  on  that  are  over  9% — 9.19%  on  the  average  book 
value  of  the  property,  and  that  does  not  indicate  any  early 
deficits. 

O.  Will  you  take  up  your  exhibit  marked  Xo.  10  and 
state  what  that  exhibit  shows  ? 

A.  That  shows  that  for  Pennsylvania  telephones  the 
average  book  value  of  the  physical  property  in  1913,  and 
other  elements  added  to  introduce  the  conception  of  fair 
value,  was  $52,091,040,  according  to  one  of  the  company's 
exhibits  here  quoted.  That  was  new,  without  depreciation. 
Deducting  the  depreciation  on  that  already  discussed  leaves 
the  present  investment,  or  cost  as  per  books,  less  total  de- 
preciation, $41,665,366.  Now  to  show  how  far  that  has  been 
paid  for  by  surplus  above  the  depreciation  already  referred  to, 
which  is  the  matter  the  Commissioner  was  referring  to,  I  call 
attention  to  four  different  estimates  of  surplus  given  on  dif- 
ferent pages  of  exhibits  by  company's  witnesses.  Of  the 
four  different  estimates,  I  take  the  lowest,  which  is  $6,351,- 
975,  and  deduct  from  that  the  apparent  deficit  in  the  depre- 
ciation reserve  already  found,  of  nearly  $3,000,000 — exactly  it 
is  $2,987.885 — leaving  the  net  surplus,  after  meeting  all  de- 
preciation, $3,364,090.  That  is  an  answer  to  the  question 
you  were  asking.  Governor  Pennypacker,  about  the  surplus 
and  depreciation.  The  present  depreciated  investment  of 
$41,665,266,  less  the  net  surplus  as  just  stated,  is  $38,219,177. 
For  purposes  of  computation  I  deduct  the  Broad  and  Spruce 
.Streets  property,  which  is  not  directly  used,  as  I  understand, 
for  telephone  purposes,  leaving  $37,880,978.  Then  I  add  the 
increased  value  of  the  land,  on  the  ground  that  the  courts 
have  often  allowed  that. 
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Bv  THE  CiiAiRMAX  (Commissioner  Pennypacker)  : — 

Q.  You  do  not  use  that  surplus  twice,  do  you? 

A.  No.  You  will  find  that  later  I  bring  it  back  into  the 
property,  after  taking  it  out,  so  that  the  last  figure,  which  I 
do  not  accept — 

O.  I  may  not  have  followed  you  accurately,  but  I  thought 
you  had  just  now  taken  that  surplus  from  the  total  amount 
of  property  and  also  added  it  there  to  the  reserve. 

A.  No. 

O.  Or  taken  it  from  the  reserve.  Did  you  not  make 
two  calculations  of  the  surplus? 

A.  This  surplus  on  this  page,  after  deducting  the  deficit 
in  the  reserve,  is  $3,364,090.  and  that  deducted  from  the 
$41,000,000  at  the  top  of  the  page,  $41,665,366,  gave  $38,- 
219,177  as  the  present  depreciated  investment,  less  the  net 
surplus.  Then  1  tuck  out  the  Broad  and  Spruce  Streets  prop- 
erty, bringing  it  down  to  $37,880,978.  Then  I  turned  around 
and  added  the  increased  value  of  the  land,  $917,901,  bring- 
ing it  to  $38,798,879.  Then  I  put  in  also  all  the  surplus  and 
the  Philadelphia  real  estate  again,  showing  what  it  would  be 
if  none  of  the  net  surplus  was  excluded — in  other  words,  if 
it  was  understood  that  they  had  a  right  to  earn  a  return  on 
the  entire  surplus  and  on  the  Philadelphia  real  estate — and 
the  total  maximum  claim  on  that  basis,  giving  the  company 
all  its  claims  on  the  basis  of  cost — this  gives  the  company 
all  its  claims  on  the  basis  of  cost,  plus  the  addition  in  the 
value  of  the  land,  gives  it  its  surplus,  allows  it  full  interest 
on  its  surplus,  accepts  all  its  figures  on  those  subjects  as  ac- 
curate, and  gives  it  a  maximum  claim  of  $43,501,168.  I  then 
state  that  the  reasonable  investment  would  be  somewhere  be- 
tween $38,000,000,  the  lowest  estimate  on  the  cost  basis  as 
shown  above,  in  round  numbers,  and  $50,000,000.  which  is 
the  company's  reproduction  cost  less  depreciation.  l)Ut  exclud- 
ing going  value. 

Q.  That  allows  a  pretty  large  margin.  Where  do  you 
put  it? 

A.  I  put  it  at  $44,000,000.  You  will  find  it  the  next  lino. 
"Estimate  of  Fair  \'alue."  etc..  $44,000,000,  which  is  some- 
what higher  than  the  cost*  theory  plus  even  the  increase  in 
the  value  of  the  land  and  allowing  them  all  their  sr.rplus. 
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O.  W  hen  yovi  do  that  you  give  up  your  theory  of  costs, 
do  you  not  ? 

A.  Yes,  in  that  extent.  I  have  held  that  in  all  cases 
there  has  to  be  some  compromise  between  the  theory  of  cost 
and  that  of  reproduction,  because  there  is  always  a  great 
doubt  as  to  what  is  fair,  a  great  doubt  as  to  what  is  legal, 
even. 

Q.  As  to  whether  either  of  them  is  right,  so  you  take 
something  else? 

A.  I  compromise  between  the  two.  I  compromise  be- 
tween the  cost  theory  and  reproduction.  If  I  took  the  cost 
theory  consistently,  it  would  be  below  $40,000,000.  I  have 
taken  $44,000,000,  and  that  is  $8,000,000  above  the  stock 
outstanding. 

O.  But  it  seems  to  me  that  you  will  have  to  choose  one 
of  the  two  or  three  theories  and  stand  upon  it.  It  is  hardly 
correct  reasoning  to  say,  "Now  I  am  not  sure  whether  this 
theory  is  right  and  I  am  not  sure  whether  this  theory  is  right, 
therefore  I  take  a  third  one." 

A.  I  believe  that  almost  all  of  the  decisions  of  commis- 
sions have  been  right  along  that  line.  I  have  no  doubt  in  my 
mind  as  to  the  correctness  of  the  cost  theory.  I  recognize 
that  all  decisions,  however,  have  compromised. 

O.  Then,  if  you  are  without  doubt,  we  had  better  stay 
there? 

A.  I  did  not  stay  there  in  my  estimates  in  other  cities. 
I  have  always  allowed  more  than  that,  on  two  theories  :  first, 
that  I  wished  to  approach  the  wdiole  thing  somewhat  in  the 
spirit  of  compromise,  and  partly  because  I  recognized  that 
the  courts  were  in  doubt  and  commissions  were  all  doing 
that  same  thing,  were  all  more  or  less  compromising  between 
the  two  theories  and  not  going  to  the  limits  of  either. 

Q.  At  all  events,  you  have  got  that  far,  and  you  have 
fixed  it  between  $38,000,000  and  $50,000,000  somewhere  ? 

A.  I  took  $44,000,000. 

O.  Xow  what  do  you   do  with   it? 

A.  Then  on  the  next  page  I  show  their  revenue  for 
each  of  three  years. 

O.  A\'hich  three  vears? 
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A.  1911,  1912  and  1913,  as  shown  by  their  own  exhibits, 
and  their  expenses  for  each  of  three  years  and  their  profit, 
being  the  difference  between  the  two.  (Referring  to  Bemis 
Exhibit  11.)  For  each  of  the  three  years  they  report  no 
payments  of  interest  and  they  report  certain  dividends.  I 
deduct  those  and  show  the  surpkis  for  each  of  the  three  years 
above  their  dividends  as  reported  by  them,  and  this  surplus 
was  ^932,S75.36  in  1911.  $985,216.14  in  1912.  and  $1,290,- 
544.05  in  1913. 

O.  That  is  the  surphis  after  the  payment  of  the  divi- 
dends ? 

A.  And  after  the  payment  of  the  4)2^'c  to  the  parent 
company  for  rights,  and  after  the  enlarged  payments  to  the 
depreciation  reserve. 

O.  Have  you  added  the  surpkis  to  the  dividends  and 
ascertained  what  percentage  of  profit  there  is  on  the  $44,- 
000.000? 

A..\^es. 

O.  What  is  it  ? 

A.  I  come  to  that  in  just  a  moment  here.  Shall  I  first 
give  the  few  things  in  between? 

O.  Go  on  in  your  own  way. 

A.  I  will  anticipate  the  question  and  say  it  is  a  trifle  over 
10%,  but  I  introduce  here  the  actual  expenditures  for  three 
years  and  the  nominal  expenditures  for  the  three  years,  the 
difference  being  the  additions  to  the  reserve  which  have  been 
made,  a  little  over  a  million  dollars  for  the  first  two  years 
and  a  trifle  under  a  million  dollars  the  last  year.  Then  the 
average  book  value  new  is  given  for  each  of  the  three  years. 
On  that  the  depreciation  is  taken  off,  of  9.331%,  and  that  is 
compared  with  the  amount  actually  expended.  It  is  shown, 
near  the  bottom  of  the  page,  the  third  line  from  the  bottom, 
the  excess  of  maintenance  and  depreciation  charges  above 
normal  or  average  need,  and  the  $254,000  again  appears  in 
1913.  The  two  previous  years  are  also  given  there.  The 
nominal  profit,  or  the  profit  reported  by  the  company,  is  re- 
peated and  then  to  that,  for  each  of  the  three  years,  I  have 
added  the  excessive  allowance  for  maintenance.  Then  Ex- 
hibit 12  goes  on  to  add  the  pavment  to  the  Bell  System  for  the 


1626a  lldwivd  W.  Bcinis. 

three  years  and  U)  show  wliat  a  four-ninths  deduction  would 
amount  to,  and  then  the  total  true  profits  are  J2:iven,  based 
(in  adding-  to  the  profits  reported  by  the  company  the  four- 
ninths  of  what  they  pay  to  the  I  Jell  System  and  the  excess 
above  the  normal  addition  to  the  reserve,  and  then  the  book 
value  is  repeated  and  the  depreciated  book  value,  and  it  is 
shown  that,  on  the  depreciated  book  value,  they  are  earninc^ 
from  9.7%  in  1911  to  nearly  11%  in  1912  and  1913.  It  is 
shown  that,  on  their  capital  stock,  their  true  earnings  were 
10.67%  in  1911,  a  great  deal  over  12— to  wit,  12.26— in  1912. 
and  12.37  in  1913. 

O.  If  that  be  correct,  their  percentage  of  profits  is  grad- 
ually increasing? 

A.  Yes.  Their  total  dividends  paid  were  7.11%  on  the 
stock  apportioned  to  Pennsylvania  in  1911,  7.17%  in  1912  and 
7.27%  in  1913.  The  additions  to  surplus  each  year  amounted, 
after  paying  dividends  on  the  capital,  to  2.74%  in  1911,  2.83% 
in  1912  and  3.57%  in  1913.  The  total  profits,  plus  the  nom- 
inal surplus,  are  then  shown  in  their  relation  to  capital  stock, 
as  increasing  from  9.85  in  1911  to  10.84  in  1913.  It  now 
gives  the  fair  value  again — the  fair  value  of  $44,000,000  in 
1913,  and  correspondingly  lower  amounts  in  1911  and  1912 — 
based  on  the  increase  in  average  investment  given  by  the 
company.  Subtracting  the  average  increase  in  the  book  value 
shown  by  one  of  the  company's  witnesses  for  the  previous 
two  years,  gives  the  fair  value  for  1911  and  1912.  and  we 
have  1913,  and  on  that  the  true  profits  are  related  to  the  fair 
value,  9.38%  in  1911  and  a  little  over  10%  in  1912  and  1913. 
So  that  in  that  way  I  get  the  several  different  relations  of 
profit  to  capital  stock  and  to  the  fair  value. 

Bv  Mr.  Frexc?i  : — 

Q.  Will  you  take  up  \our  final  exhibit,  Xo.  13? 

A.  The  final  exhibit  is  a  justification  of  my  allowing  the 
parent  company  only  2^%,  instead  of  4%  of  the  gross  earn- 
ings, and  is  based  on  showing  what  the  profits  earned  by  the 
parent  company  are  and  what  they  would  earn  if  they  got 
only  23^%  of  the  gross  annual  receipts  instead  of  4^%.  I 
turn  to  the  balance  sheet  and  rojiort  of  the  company  to  the 
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Massachusetts   Highways    Commission   for   the    year   ending 
November  30,  1912,  the  last  report  of  the  kind  which  I  have. 

Bv  AIr.  Marye: — 

O.  Report  of  what  company? 

A.  The  American  Telephone  &  Telegraph  Company, 
as  shown  in  the  heading  here.  It  shows  their  assets  from 
exchange  and  toll  plant,  mostly  long  distance  service.  It 
shows  the  telephones  alone — one  of  the  reasons  for  charging 
the  Ay2% — the  supplies  in  hand  and  the  total  assets.  That 
amounts  to  $63,550,258.32,  of  which  the  telephones  were 
$12,890,528.90;  about  20%.  Then  the  securities  of  other 
companies  owned,  $400,624,402.07.  The  cash  on  hand,  notes 
and  amounts  receivable  bring  up  the  total  of  plant,  securities, 
cash,  notes  and  accounts  receivable  to  $574,190,060.75.  Now 
the  earnings :  the  earnings  from  interest,  dividends,  rent  and 
miscellaneous,  $26,462,222.58.  From  exchange  and  toll  serv- 
ice. $11,013,305.26.  Those  two  items  total  $37,475,527.84. 
From  rights,  etc.— that  is,  the  4>4% — $7,520,944.08.  bringing 
up  the  total  earnings  to  $44,996,471.92.  Now  the  expenses 
are  given  for  each  department  of  work,  and  in  the  next  col- 
umn I  estimate  what  I  consider  a  very  liberal  estimate  of  the 
amount  that  could  possibly  be  apportioned,  in  the  earning  of 
this  income,  to  the  4^%.  In  the  plant  expenses  I  give  it 
20%.  which  is  the  ratio  of  plant  investment.  But  the  general 
expenses  must  also  cover  the  care  for  this  enormous  amount 
of  securities,  over  $400,000,000. 

By  the  Chairman  (Commissioner  Pennypacker)  : — 
O.  When  you  say  you  give  it,  what  do  you  mean? 
A.  I  assume  it.  That  is  my  estimate  entirely.  That  col- 
umn is  the  only  column  thus  far  that  is  an  estimate.  The  rest 
is  taken  directly  from  the  report  of  the  Highways  Commis- 
sion. To  the  commercial  expenses,  which  are  not  large  any- 
way, I  give  at  the  same  time  20%  for  securing  these  rights,  or 
this  41/2%.  I  estimate  nothing  of  the  traffic  expense  and  noth- 
ing of  the  pole  rights  is  due  to  this  rental,  or  4j/2%.  When  it 
comes  to  insurance,  however,  and  maintenance  and  deprecia- 
tion.  I  assume  that,  although  the  property  invested   in  tele- 
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phones  is  only  20%  of  the  ])lant  in\  estment  and  less  than  2% 
of  the  total  assets — 40%  1  estimate  may  be  a  very  liberal,  I 
think  an  excessive  estimate,  of  the  amount  to  be  set  aside 
for  those  items.  I  set  aside  40%,  as  I  wished  in  every 
case  to  err  possibly  on  the  conservative  side  of  this.  Taxes 
I  give  20%,  the  ratio  of  plant  investment,  which  I  think 
is  also  too  conservative,  because  it  assumes  that  no  taxes 
are  paid  on  that  enormous  amount  of  securities,  or  on  the 
income  from  them.  The  result  of  this  is  that  the  maxi- 
mum amount  of  expenses  required  to  earn  this  amount  from 
the  rights  is  less  than  two  and  a  half  million  dollars — $2,496,- 
720.68 — while  the  revenue  from  the  rights  amounts  to  $7,520,- 
944.08.  That  leaves  a  profit  of  a  little  over  $.%000.000,  which 
is  37.2%  on  the  assets  invested  in  telephones.  I  observe  here 
that  the  word  "toll"  assets  is  written.  It  should  be  "tele- 
phone assets,  $12,890,528.90."  That  is  an  error  of  the  word. 
"Toll"  should  be  "telephone,"  in  the  third  line  near  the  bot- 
tom. Telephone  assets,  as  given  above,  plus  an  allowance  for 
working  capital,  gives  $13,500,000  from  the  company's  re- 
port, and  on  that,  as  I  estimate  it,  they  are  earning  at  least 
^7%  from  this  43^2%  for  rights.  Xow  if  their  earnings  were 
reduced,  from  those  rights,  to  five-ninths  as  much,  they  would 
still  be  making  12.46%,  as  I  show  in  the  last  three  lines  of 
the  table,  in  that  particular  investment  in  telephone  property. 
By  the  Chairman   (Commissioner  Pennypacker)  : — 

Q.  Now  tell  me,  what  is  the  meaning,  in  this  statement, 
of  "Report  of  Massachusetts  Highways  Commission?" 

A.  It  is  this,  your  Honor :  that  prior  to  last  year  the 
telephones  in  Massachusetts  were  under  the  control  of  the 
Massachusetts  Highways  Commission,  and  all  telephone  re- 
ports were  made  to  that  Commission.  The  telephones  in  Mas- 
sachusetts are  now  under  the  control  of  the  Public  Service 
Commission,  but  the  report  dealing  with  this  phase  of  the 
subject  is  not  yet  out,  so  I  had  to  take  the  last  report  at  hand, 
which  was  for  the  year  ending  the  close  of  1912,  and  that 
was  the  Massachusetts  Highways  Commission,  because  they 
dealt  with  highways,  and,  since  telephone  pole  lines  were 
largely  on  their  highways,  it  was.  for  a  short  time,  thought 
desirable  in  Massachusetts  to  put  the  telephones  under  that 
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Commission.  They  were  transferred  about  a  year  ago  to  a 
new  Commission,  called  the  Pubhc  Service  Commission. 

Q.  Then  am  I  correct  in  understanding  that  this  final 
conclusion  of  yours  is  based  upon  information  which  was 
furnished  to  the  Massachusetts  Highways  Commission? 

A.  Yes ;  that  is,  this  analysis. 

O.  Just  answer  the  question.     That  is  correct,  is  it? 

A.  Everything  except  my  estimated  percentages,  that  I 
have  indicated,  with  my  name  attached,  in  one  of  the  col- 
umns. All  the  figures  are  from  the  report  of  the  Commis- 
sion except  the  last  two  columns  of  the  second  set. 

0.  Did  the  Bell  Telephone  Company  report  to  the  Mass- 
achusetts Highways  Commission  all  of  their  affairs  all  over 
the  United  States? 

A.  To  the  extent  that  I  have  indicated,  they  did.  The 
subdivision  of  assets  given  above  and  the  subdivision  of 
earnings  and  expenses  given  above  are  there  reported. 

Q.  Then  you  feel  that  you  are  safe  in  saying  to  this 
Commission  that,  as  regards  this  part  of  the  work  of  the 
Bell  Telephone  Company,  they  can  reply  on  the  report  sent  to 
the  Massachusetts  Highways  Commission? 

A.  Yes. 

O.  And  they  are  sufficiently  complete,  are  they  ? 

A.  They  are  sufficiently  complete  for  all  the  use  that  I 
made  of  them.  I  do  not  say  they  could  not  be  more  complete 
and  more  itemized  in  detail. 

O.  There  is  a  difiference  between  completeness  and  detail. 
Do  they  give  the  entire  business  in  Pennsylvania,  for  instance, 
in  those  Highways  Commission  reports? 

A.  Yes,  the  w^hole  United  States  lumped  together. 

O.  And  your  final  conclusion  is,  looking  at  it  one  wav. 
that  the  profits  are  2)7 y2%,  and  looking  at  it  another  way 
that  the  profits  are  12.46%  ;  is  that  correct? 

A.  The  profit  from  rights,  from  this  A]A%.  is  v37%  now. 
and  it  Avould  be  12%  if  reduced  to  the  amount  that  I  reduced 
them  in  my  testimony. 

By  Mr.  Swayze  : — 

Q.  Based  on  the  assumptions  you  have  made? 
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A.  JJascd  on  the  assumptions  I   have  made. 

Mr.  Marye:  We  object  to  the  fihng  of  the  cxhiljii  on  the 
report  to  the  Massachusetts  Highways  Commission. 

Mr.  Swayze:  We  do  not  object  to  the  report  as  a  whole, 
but  the  emasculated  report  we  do  object  to. 

By  the  Chairman   (Commissioner  Pennyi)acker)  : — 

Q.  These  conclusions  are  based,  not  on  tiie  reports  that 
they  make  to  this  Commission  at  this  time,  but  are  based  on 
reports  which  have  been  heretofore  made  to  the  Massachu- 
setts Highways  Commission? 

A.  Yes. 

Mr.  Marye  :  15y  the  American  Telephone  &  Telegraph 
Company,  which  is  not  involved  in  this  hearing.  I  object  to 
the  acceptance  of  that  exhibit  in  this  connection. 

Mr.  Swayze  :  It  is  incomplete.  It  is  not  a  full  state- 
ment, it  is  only  a  partial  statement. 

The  Chairman  (Commissioner  Pennypacker)  :  If  it  be 
only  partial,  I  have  no  doubt  that  you  will  show  that  in  some 
way,  by  your  cross-examination  or  otherwise. 

Cross-examination- 

By  Mr.  Marye:— 

O.  At  the  last  hearing  I  understood  you  to  say  that, 
while  you  had  not  had  any  personal  experience  in  the  money 
market,  the  financial  world,  in  raising  large  amounts  of  money 
for  utilities  or  for  any  other  purpose,  it  was  your  under- 
standing of  the  situation  that  the  money  market  was  the  most 
highly  competitive  market  in  the  world  ? 

A.  Yes. 

Q.  Do  you  also  feel  that  it  is  a  very  timid  market,  that 
money  takes  to  cover  at  the  first  signs  of  distress  ? 

A.  Not  quite  so  extreme  as  that,  because  it  is  also  com- 
posed of  bulls,  as  well  as  bears.  It  is  composed  of  speculators 
as  well  as  the  timid.  It  is  composed  of  those  who  wish  to 
take  great  risks,  as  well  as  the  owners  of  insurance  and  sav- 
ings bank  securities  or  moneys  seeking  investment,  so  that  I 
could  not  quite  subscribe  to  your  statement  in  its  baldness. 
All  classes  meet  there. 
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Q.  In  times  of  troulile,  1907.  for  example,  and  1913  and 
1914.  for  example,  has  not  money  taken  to  cover? 

A.  I  could  not  say  that  it  had  from  any  cause  connected 
with  investments.  The  lack  of  a  proper  monetary  system,  the 
lack  of  a  proper  bank  reserve  and  all  that,  did  cause  a  scare 
in  the  money  market. 

O.  The  facts  obtaining  in  the  various  periods  named, 
whatever  was  the  cause  or  reason  of  those  facts,  resulted  in 
what  I  have  indicated  in  my  question? 

A.  There  was  a  scare  in  the  money  market  in  1907 ;  I 
do  not  think  as  great  a  one  lately.  The  war  did  not  create 
any  great  scare  in  the  money  market,  except  the  fear  that 
gold  would  be  demanded  in  Europe.  But  I  admit  that  there 
was  an  abnormal  rise  in  interest  for  two  or  three  months. 

O.  A\'hat  do  you  mean  by  competitive,  the  use  of  the 
words  "competitive  market?" 

A.  Oh,  I  mean  to  say  that  the  money  seeking  investment 
on  the  part  of  thousands  of  different  people,  is  independent, 
in  my  judgment,  of  any  combination  among  them.  I  think 
that  the  demand  from  big  industrial  enterprises  for  funds 
creates  competition  among  them.  The  demand  of  investors 
to  loan  their  funds  and  get  interest  on  them  causes  competi- 
tion there,  and  very  keen — no  particular  monopoly. 

O.  Did  you  have  in  mind  that,  when  a  man  goes  into  the 
money  market  after  money,  he  has  to  compete  with  other 
people  who  are  going  there  for  the  same  purpose? 

A.  Yes. 

O.  And  a  utility,  for  example,  is  in  competition  wnth 
other  utilities? 

A.  Yes. 

O.  And  also  with  industrials? 

A.  Yes. 

O.  And  with  other  avenues  of  possible  investment? 

A.  Yes. 

O.  As  between  utilities  themselves,  wdiat  constitutes 
competition  ? 

A.  They  are  competing  through  the  interest  and  divi- 
dends they  offer,  or  give  a  promise  of  giving.  It  may  take  the 
form  of  the  discounts  they  are  willing  to  accept  on  securities 
they  are  selling,  or  the  brokerage  they  are  willing  to  pay. 
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Q.  And  what  would  be  considered  a  reasonable  return  on 
an  investment  in  various  utilities? 

A.  Depending  on  what  they  believe  the  investor  will  con- 
sider reasonable,  or  what  he  can  g-et  as  compared  with  what 
he  can  get  elsewhere,  under  similar  conditions  of  risk  and 
all  that. 

Q.  Similar  conditions  of  risk? 

A.  And  amount  ref|uircd  and  so  on  ;  the  ease  with  which 
the  security  can  be  l)ought  and  sold  in  the  market.  A  small 
security,  in  a  small  town,  w'hose  securities  are  not  quoted  on 
the  stock  market  in  Xew  York,  would  be  a  little  handicapped 
as  compared  with  a  big  company  whose  securities  were  readily 
bought  and  sold  every  day  in  the  year. 

O.  Then  would  not  the  character  of  the  utility  itself 
have  a  great  bearing  on  the  question  ? 

A.  Yes. 

Q.  There  is  not  the  same  assumption  of  what  would  be 
a  reasonable  return  in  a  water  company,  for  example,  as  com- 
pared with  a  railroad,  or  a  raihvay  as  compared  with  a  gas 
company  ? 

A.  There  would  not  seem  to  be  quite  an  equality,  al- 
though it  is  astonishing  how  slight  the  differences  are,  as  a 
matter  of  fact,  between,  we  will  say,  bonds  of  any  one  of 
those  companies. 

O.  The  bond  has  a  mortgage  security  and  there  is  less 
risk  on  a  bond,  of  course,  than  on  stock? 

A.  Yes. 

O.  As  between  a  gas  company,  say,  and  a  telephone  com- 
pany, what  would  you  say  were  the  relative  uncertainties  and 
risks  inherent  in  those  respective  utilities? 

.*\.  I  should  say  that  there  was  a  little  more  in  the  tele- 
phone company  than  in  gas,  but  not  a  large  difference. 

O.  Could  you  give  your  views  in  the  shape  of  a  per- 
centage?    Could  you  not  reduce  that  to  a  percentage? 

A.  It  varies,  of  course,  with  the  amount  and  extent  of 
competition. 

O.  I  was  eliminating  that  by  saying  the  inherent  uncer- 
tainty arising  from  the  nature  of  the  business. 

Mr.  French  :  Are  you  including  electric  light  in  there, 
or  just  merely  gas? 
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Mr,  Marve:  Gas. 

A.  It  would  not  exceed  one  half  of  one  per  cent.,  I  be- 
lieve, and  I  do  not  know  that,  in  a  case  of  a  company  so 
strongly  anchored  and  well  known  as  the  American  Telephone 
&  Telegraph  Company,  there  would  be  any  appreciable  dif- 
ference as  between  that,  we  will  say,  and  a  big  gas  company. 
There  might  be  a  slight  difference  even  there,  but  I  would  not 
be  surprised  if  the  dift'erence  was  not  recognizable  between 
that  particular  company  and  the  gas  companies  of  Xew  York, 
or  Boston,  or  Chicago. 

Q.  Now  with  the  element  of  competition  in  telephony 
introduced  into  the  proposition,  what  would  you  say? 

A.  It  depends  on  the  locality.  If  you  are  talking  of  a 
local  telephone  stock,  in  some  parts  of  the  country  where 
competition  is  keen,  perhaps  it  might  be  in  Los  Angeles,  it 
would  make  some  dift'erence;  I  am  not  sure  just  what  differ- 
ence. 

O.  What  would  be  your  idea  in  the  State  of  Penn- 
sylvania ? 

A.  I  am  not  sufficiently  informed  as  to  the  keenness  of 
the  competition  now  in  Pennsylvania.  Outside  of  the  Key- 
stone, which  is  a  comparatively  small  company  in  Philadel- 
phia— relatively  small — my  idea  is  that  the  Independent  tele- 
phone companies  are  mostly  in  very  small  places,  that  there 
is  no  such  competition  in  telephony  to-day.  in  the  larger  and 
more  profitable  cities  in  the  State — 

O.  In  what  large  city  in  the  State  is  there  not  compe- 
tition ? 

A.  I  did  not  know  of  competition  to  any  appreciable  ex- 
tent, anything  that  seriously  aft'ected  matters,  in  any  of  the 
larger  cities  of  the  State. 

Q.  Have  you  read  the  testimony  in  this  case  ? 

A,  Yes. 

O.  Will  you  please  turn  to  Exhibit  4S.  page  309b. 

A.  I  have  it. 

O.  Have  you  studied  this  map? 

A.  I  cannot  say  I  have  studied  it.     I  have  looked  it  over. 

O.  And  you  read  Mr.  Sylvan's  testimony? 

A.  Yes.     lohnstown  and  York  and  Erie  and  P>utler  have 
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more  Independent  telephones  than  ]5ell,  according  to  the  col- 
oring here. 

O.  To  get  your  idea,  you  mean  by  active  competition 
where  the  opposition  to  the  Bell  has  more  of  the  business 
than  the  Bell?  Take  Pittsburgh:  is  there  active  competi- 
tion in  Pittsburgh  ? 

A.  I  have  not  in  mind  the  competition  in  Pittsburgh  as 
very  keen.  I  did  not  suppose  that  it  was.  The  proportion  of 
Independent  telephones  is  not  large  in  Pittsburgh. 

Q.  I  am  confining  the  testimony  to  this  map,  as  you  con- 
fined your  testimony  as  to  conditions  in  Pennsylvania  to  the 
record  in  this  case.  What  would  the  map  indicate?  Is  there 
or  not  competition  in  Pittsburgh  and  the  surrounding  terri- 
tory, immediately  adjacent  thereto? 

A.  This  map  indicates  that  probably  one  in  eight  of  the 
telephones,  perhaps  one  in  seven,  is  Independent. 

O.  There  is  active  competition,  though  ?  I  am  trying  to 
get  your  idea  of  what  you  mean  by  active  competition.  Does 
it  mean  that  one  company  has  the  advantage  of  the  other  or 
not?  Is  it  indicated  by  the  degree  of  competition  or  activity 
in  competition? 

A.  Strictly,  you  cannot  judge  entirely  by  the  proportion 
of  Independent  'phones.  You  have  to  know  the  policy  being 
pursued  in  the  matter,  how  active  the  competition  may  be. 

O.  And   whether  it  is  extending,  growing,   or  not? 

A.  Yes. 

O.  Suppose  you  were  told  the  Independent  telephone 
company  in  the  Pittsburgh  area  was  extending  and  growing 
and  had,  so  recently  as  yesterday,  secured  a  franchise  to  ex- 
tend, a])proved  by  this  Commission.  Does  that  indicate  an 
active  competition  ? 

A.  It  would  depend  again  on  the  relative  growth,  pretty 
largely.  If  it  was  growing  as  rapidly  as  the  Bell,  I  should 
say  it  was  an  active  competition.  If  it  w^ere  growing,  and  yet 
growing  slowly,  competition  would  not  be  very  keen. 

O.  What  makes  the  growth  rapid  or  slow  of  one  com- 
pany or  the  other? 

A.  So  many  things  it  can  hardly  be  described  in  one 
sentence.     One  is  the  number  of  other  people  that  a  sub- 
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scriber  can  reach.  He  generally  prefers  to  tie  up  to  the  com- 
pany that  will  connect  him  with  the  largest  number  of  other 
subscribers. 

O.  It  then  means  the  activity  of  one  company  or  the 
other  in  pushing  its  business? 

A.  The  company  that  is  in  the  field  with  the  largest  num- 
ber of  subscribers  in  the  State,  or  especially  in  the  county 
where  most  people  want  to  telephone,  will,  rates  being  the 
same  and  service  being  the  same  as  regards  promptness,  have 
an  advantage.  The  canvassing,  the  amount  and  persistency 
and  ability  of  the  canvassing  and  advertising,  would  have 
some  efifect. 

Q.  That  is  competition,  is  it  not? 

A.  Yes. 

O.  And  that  is  present  irrespective  of  the  size  of  the  two 
companies  that  are  competing? 

A.  Yes,  but  which  will  grow'  the  faster  will  be  very  much 
affected  by  other  things  than  the  amount  expended  in  adver- 
tising and  canvassing. 

O.  I  am  confining  ourselves  just  to  competition. 

A.  I  consider  competition  is  gauged,  not  merely  by  the 
canvassing  expense,  but  by  the  actual  effect  of  that  and  other 
causes  on  the  growth.  For  example,  in  Chicago,  the  Auto- 
matic spent  a  lot  of  money  in  canvassing,  but  it  never  scared 
the  other  company,  the  Bell  companv.  whicli  hardly  spent  a 
cent  for  canvassing.  The  Automatic,  with  less  than  20,000 
subscribers,  spent  a  great  deal  for  canvassing,  but  it  did  not 
grow  much  and  never  was  much  of  a  competitor. 

O.  I  was  examining  on  the  cjuestion  of  the  relative  risk  to 
the  investor  under  competitive  conditions. 

A.  There  is  a  little  greater  risk  to  the  investor  under 
competitive  conditions  than  where  there  is  no  competition. 

O.  Looking  at  this  map.  would  you  say  that  the  State  of 
Pennsylvania  was  a  state  in  wliich  there  was  active  competi- 
tion in  telephony? 

A.  I  should  say  there  was  in  some  places,  but  I  do  not 
think  that  it  amounts  to  much  in  most  of  the  State ;  I  do  not 
think  it  amounts  to  much  in  three-quarters  of  the  State. 
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By  the  Chairman'   (Commissioner   Pcnny[)acker)  : — 

Q.  Do  you  know  much  about  it  ? 

A.  I  do  not.  no,  except  from  some  figures  that  I  read 
in  the  testimony  at  the  time,  Init  they  did  not  imj)ress  me, 
and  I  have  forgotten  what  they  were  now. 

By  Mr.  AFarye:— 

O.  Give  us  your  best  estimate,  then,  as  a  percentage,  of 
the  relative  risk  and  uncertainty  in  the  telephone  business  in 
the  State  of  Pennsylvania,  as  compared  with  that  in  a  gas 
company  operating  in  a  territory  in  which  it  has  a  monopoly. 

A.  I  think  there  is  somewhat  greater  risk. 

O.  Can  you  express  that  difference? 

A.  In  a  percentage  return? 

O.  Yes,  that  you  would  have  to  offer  to  induce  money  to 
come  into  the  telephone  business  in  Pennsylvania. 

A.  Taking  the  State  as  a  whole? 

O.  As  a  whole. 

A.  I  do  not  feel  quite  sufficiently  informed  as  to  the 
amoimt  of  competition  in  Pennsylvania  and  how  active  it  is, 
to  wish  to  express  an  opinion  on  that. 

O.  But  you  have  expressed  an  opinion  as  to  what  you 
thought  was  a  fair  return  to  the  Bell  telephone  companies 
operating   under   conditions   here   in    Pennsylvania. 

A.  Yes,  6y2%  to  7%. 

O.  Yes,  but  now  I  want  \ou  to  express  that  in  terms  of 
the  relati\e  uncertainty,  as  compared  with  that  of  a  gas  com- 
pany. 

A.  Taking  the  State  as  a  whole,  which  is  what  you  are 
assuming,  I  doubt  if  the  difference  in  the  State  as  a  whole 
exceeds  one  half  per  cent.  It  might  be  a  little  over  and  it 
might  be  a  little  under,  but  I  would  not  think  as  a  whole  the 
competition  would  be  enough  to  make  more  than  that  dif- 
ference. 

O.  In  your  direct  examination,  in  your  qualification,  you 
referred  to  the  Passaic  Gas  Case,  before  the  Boartl  of  Public 
Utilitv  Commissioners  of  the  State  of  New  Jersey? 

A.  Yes. 
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O.  By  whom  were  you  employed  and  for  whom  did  you 
testify  in  that  case? 

A.  For  the  cities  of  Paterson  and  Passaic. 

Q.  You  were  in  that  case  from  its  beginning  to  its  con- 
clusion? 

A.  Yes. 

O.  You  acquainted  yourself  with  the  plant  of  the  Public 
Service  Gas  Company  in  that  territory? 

A.  Yes. 

O.  As  to  the  conditions  obtaining  generally  in  that  ter- 
ritory ? 

A.  Yes. 

Q.  Is  that  an  old  community  in  New  Jersey? 

A.  Yes. 

Q.  Congested  in  population? 

A.  Yes ;  not  as  much  congested  as  the  Jersey  City  district, 
but  it  is  fairly  congested. 

Q.  It  included  the  cities  of  Paterson  and  Passaic? 

A.  Yes.  and  then  a  lot  of  country  districts. 

O.  Throughout  the  County  of  Passaic? 

A.  Yes. 

By  Mr.  Swayze  : — 

Q.  Known  as  the  Aquackanock  district? 
A.  Yes. 

By  Mr.  Marye: — 

O.  That  company  had  been  operating  there  for  how 
many  years? 

A.  Some  company,  as  a  predecessor  of  this  one,  had  been 
operating  ever  since  1826. 

O.  It  was,  then,  an  old  and  established  gas  business  in 
that  community? 

A.  Yes. 

0.  The  community  was  growing? 

A.  Yes. 

O.  Had  been  educated  to  the  uses  of  gas? 

A.  Yes. 

O.  The  company  had  been  prosperous,  in  your  opinion? 
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A.  Yes. 

Q.  What  (lid  you,  with  all  those  facts  before  you,  testify 
before  that  Hoard  was  a  fair  rate  of  return  for  that  gas  com- 
pany ? 

A.  I  do  not  remember. 

Q.  Did  you  not  say  7%  ? 

A.  I  do  not  remember. 

Q.  Is  not  that  a  fact,  Professor? 

A,  I  really  do  not  remember.  If  you  say  I  said  7,  I  ac- 
cept your  word  for  it,  but  I  do  not  remember  it,  really. 

Q.  When  was  it  that  you  testified  there? 

A.  About  three  years  ago. 

Q.  Was  it  not  in  August,  1912? 

A.  Then  it  was  two  years  and  two  or  three  months  ago. 

Q.  You  were  for  a  whole  year  engaged  in  that  case? 

A.  Oh.  that  was  one  among  several  that  year. 

Q.  But  you  were  a  whole  year  in  that  case;  and  do  you 
not  remember  w'hat  you  testified? 

A.  No,  I  do  not. 

O.  Did  you  not  say  7%  on  the  fair  value  of  the  property 
then  being  used  would  be  a  fair  return,  under  the  assumption 
that  the  company  could  finance  itself  50%  in  bonds  and  50% 
in  stock,  which,  under  your  calculation,  would  have  given 
53/2%  on  the  bonds  and  83/2%  on  the  stock? 

A.  I  do  not  remember  whether  I  said  that  or  not. 

O.  Do  you  not  think  you  did  say  it? 

A.  I  cannot  recall,  but  if  you  say  I  did.  I  will  accept 
your  word  for  it. 

O.  I  have  your  testimony  here,  but  I  did  not  want  to 
encumber  this  record  by  reading  it. 

A.  If  you  say  I  did,  I  shall  not  deny  it.  I  do  not  remem- 
ber. 

O.  If  the  Public  Service  company,  operating  in  that  old 
and  growling  and  flourishing  community,  well  educated  in  the 
use  of  gas  and  having  a  monopoly  therein,  was.  in  your 
opinion,  entitled  to  a  full  7%  on  all  their  property  they  then 
used,  how  can  you  say  that  6^%  for  the  telephone  business, 
under  competitive  condition?  in  the  State  of  Pennsylvania, 
in  which  you  say  there  are  inherent  uncertainties  and  risks 
not  involved  in  the  e^as  business,  would  be  a  fair  return  ? 
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A.  I  think  they  exactly  coincide,  but  at  the  same  time  in 
most  other  cases  I  have  taken,  in  gas,  lower  than  7. 

0.  You  testified,  I  think  you  said  in  direct  examination, 
before  the  Public  Service  Commission  of  the  State  of  Mary- 
land, in  August,  1912,  as  to  the  rates  for  gas  in  the  City  of 
Baltimore? 

A.  Yes,  about  that  time. 

Q.  Whom  did  you  represent  in  that  case? 

A.  The  State  paid  me. 

Q.  The  Commission? 

A.  Yes. 

Q.  You  were  the  advisor  of  the  counsel  for  the  Com- 
mission ? 

A.  Yes. 

O.  And  you  made  a  thorough  investigation  of  the  gas 
business  in  Baltimore? 

A.  Yes. 

O.  It  was  an  investigation  by  the  Commission,  by  the 
agency  of  the  State? 

A.  Yes. 

Q.  The  City  of  Baltimore  is  a  congested  area,  is  it  not? 

A.  Yes. 

Q.  That  company  had  also  been  operated  for  many  years  ? 

A.  Yes. 

Q.  And  had  a  monopoly  of  the  gas  business  ? 

A.  Yes. 

Q.  In  the  City  of  Baltimore? 

A.  Yes. 

Q.  That  was  in   1912? 

A.  Yes,  I  think  so. 

O.  What  did  you  testify  in  that  case  would  be  a  fair 
rate  of  return  for  the  gas  company? 

A.  I  do  not  recall,  but  probably  somewhere  between  6^2 
and  7. 

Q.  Did  you  not  say  7? 

A.  I  do  not  recall. 

O.  I  have  your  testimony  and  do  you  want  me  to  rea  ! 
that  into  this  record? 
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A.  If  vou  will  also  read  what  I  testified  in  Chicago  on 
the  telephone  company. 

O.  I  was  confining  my  cross-examination  now  to  Balti- 
more. 

A.  I  will  accept  your  statement  if  you  say  T  said  7%. 
I  do  not  remember. 

The  Chairman  (Commissioner  Pennypacker  j  :  This  is 
a  mere  passage  of  compliments  which  does  not  help  us  any. 
Ask  him  whether  he  so  testified  and  get  his  recollection.  That 
is  all  you  want. 

The  Witness  :  I  do  not  recollect,  really,  what  I  testified. 

Commissioner  Wright:  He  said  he  would  accept  Mr. 
Marye's  statement,  but  Mr.  Marye  did  not  make  the  statement 
that  he  so  testified. 

Mr.  ]^Iarve  :  I  will  make  the  statement,  if  Professor 
Bemis  will  accept  that. 

The  \\'itness:  Certainly  I  will  accept  your  word  on  any 
subject,  Mr.  IVIarye,  but  of  course  I  would  say,  in  fairness, 
that  I  think  it  would  be  only  fair  if  I  looked  through  all  my 
testimony  in  both  those  cases.  It  may  be  it  was  qualified  in 
some  ways  which  your  remark,  however  honest  and  fair, 
would  not  take  into  account. 

The  Chairman  (Commissioner  Pennypacker)  :  Don't 
you  see,  this  does  not  tell  us  a  thing? 

Mr.  Marye:  Except  to  get  his  idea  of  a  fair  return. 

The  Chairman  (Commissioner  Pennypacker)  :  Read  his 
testimony  to  him,  if  you  want  to  find  out  about  it — and  do 
not  read  too  much  of  it. 
By  Mr.  Marye: — 

Q.  On  August  18,  1912.  in  testifying  before  that  Commis- 
sion, on  examination  by  Mr.  Ritchie,  counsel  for  the  Com- 
mission, you  were  asked :  "When  you  say  you  think  the 
investors  should  get  a  7%  return,  you  mean  on  your  basis  of 
the  value  of  that  property?''  To  which  you  answered.  "Ye^. 
based  on  that  report." 

By  the  Chairman   (Commissioner  Pennypacker)  : — 
Q.  That  is  definite.     Did  you  say  that? 
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A.  I  believe  I  did.  ]  do  not  recall,  but  I  believe  I  did, 
since  he  reads  it. 

Mr.  French  :  It  is  very  difficult  to  remember  one  sen- 
tence you  have  said  two  years  before. 

The  Chairman  (Commissioner  Pennypacker)  :  He  has 
answered  the  question. 

By  Commissioner  Wright: — 

O.  Would  the  different  conditions  change  your  opinion 
as   to  the  return  in   1914,  and  how  ? 

A.  My  studies  of  the  last  two  years  have  led  me  to  take  a 
slightly  lower  return  than  I  took  at  that  time,   in  all  cases. 

By  Mr.  French  : — 

Q.  As  a  matter  of  fact,  was  not  a  large  part  of  that 
Baltimore  case  based  upon  reproduction  value,  on  account  of 
the  fact  that  the  theory  of  reproduction  value  at  that  time 
was  very  much  in  vogue,  and,  therefore,  7%  on  the  repro- 
duction value  was  perhaps  a  little  dift'erent  than  it  would 
have  been  if  it  had  been  on  cost? 

A.  No,  I  did  not  have  that  in  mind.  I  was  trying  to 
reach  the  cost  in  that,  too.  I  was  trying  to  reach  the  same 
figure.  I  took  a  little  higher  figure,  I  think,  two  or  three 
years  ago,  in  several  cases,  two  or  three  anyway,  than  T 
have  been  taking  the  last  two  or  three  years. 

By  Mr.  Marye  :— 

O.  Have  you  answered  Commissioner  Wright's  question? 

A.  As  I  have  studied  the  stock  market  and  bond  market, 
I  have  believed  that  moneys  are  obtained  on  a  slightly  lower 
basis  than  I  had  then  supposed,  and  the  question  is  the  very 
simple  question  of  what  it  is  necessary  to  offer,  for  large 
established  companies,  to  secure  funds,  and  the  more  I  have 
studied  it  the  more  I  have  believed  that  funds  are  being  ob- 
tained at  a  lower  rate  of  return  than  I  had  then  assumed, 
by  about  half  a  per  cent.   ' 

Q.  I  understood  Commissioner  Wright's  question  to  have 
been  whether  or  not  the  conditions  in  1914  and  1913  had 
changed  from  what  they  were  in  1912,  when  you  testified  in 
Paterson  and  Baltimore. 
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A.  15otli  those  cases  were  in  1912,  and  conditions  have 
not  so  much  changed,  hut  my  study  of  them  has  led  me  to 
believe  that  capital  was  obtained  on  a  slightly  lower  rate 
than  I  then  supposed. 

Q.  Is  obtained  ? 

A.  Is  obtained. 

O.  Lower  in  1913  than  it  was  in  1912? 

A.  No. 

Q.  Or  in  1914  than  in  1912? 

A.  That,  barring  out  three  or  four  months  beginning  with 
August — barring  out  that  particular  war  period — that  money 
has  been  obtained,  and  is  likely  to  be  obtained,  on  a  lower 
rate  of  return  than  I  had  supposed  in  1912. 

Q.  Did  you  not  make  a  study  of  the  securities  of  all 
public  utility  companies,  from  the  publications  of  the  United 
States  Government,  and  so  testify  in  the  Baltimore  Consoli- 
dated Gas  Case,  and  also  in  the  Passaic  Gas  Case  ? 

A.  I  do  not  remember  what  particular  tabulation  you 
refer  to.  I  was  studying  at  that  time  securities,  and  thought 
that  I  was  basing  it  on  the  market  returns ;  but  the  more  I 
have  studied  it,  the  more  I  believe  that  I  put  it  too  high. 

Q.  Did  you  not  put  in  practically  the  same  exhibit  in  Bal- 
timore that  you  put  in  in  this  case? 

A.  No,  I  do  not  think  so.  I  did  not  put  in  any  such 
exhibit,  that  I  remember,  here,  because  this  was  data  I  worked 
out  lately. 

O.  You  testified  from  the  same  data,  whether  you  filed 
it  as  an  exhibit  or  not? 

A.  I  do  not  think  so.  because  the  data  I  put  in  here 
was  recently  gathered. 

O.  It  was  for  practically  the  same  years  you  were  testify- 
ing in   Baltimore" 

A.  No.  I  think  not. 

Q.  1912,  1911^ 

A.  The  data  T  have  put  in  here  is  not  based  on  any 
studies  I  made  then. 

Bv  Mr.  French  : — 

O.  It  is  based  on  new  studies  made  by  you? 
A.  Yes. 
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By  Mr.  Marye:— 

Q.  But  the  years  you  gave  for  the  purchase  of  the  secur- 
ities in  the  District  of  Columbia  were  the  same  years  you  were 
using  in  the  Baltimore  case? 

A.  No. 

Q.  In  what  year  were  those  purchases  made  by  the  in- 
surance companies? 

A.  1913. 

Q.  But  you  had  similar  ones  in  Baltimore? 

A.  I  do  not  remember  that  I  ever  studied  the  purchases 
of  the  life  insurance  companies — certainly  not  in  that  way— 
before. 

Q.  You  studied  the  statistics  published  by  the  United 
States  Government? 

A.  I  do  not  remember  what  I  had  in  mind,  or  what  I 
put  into  the  exhibit  there,  but  this  particular  study  I  have 
introduced  here  is  an  entirely  new  method  of  getting  at  it 
with  me. 

O.  In  your  testimony  on  the  rate  of  return,  on  vour 
direct  examination,  you  used  as  a  test  what  investors  were 
paying  for  ordinary  securities,  in  your  study  of  the  earlier 
years  of  operation  of  these  companies  in  Pennsylvania,  did 
you  not? 

A.  Not  in  the  study  of  the  earlier  years.  In  the  present 
rate  of  return,  a  rate  of  return  in  1913,  for  example — I  have 
tried  to  find  out  what  was  the  reasonable  return.  I  took  the 
earlier  years  on  a  basis  of  a  compound  rate  of  return  in 
studying  going  value. 

O.  Did  you  not  say,  though,  that  investors  in  the  earlv 
80's  and  90's  were,  for  ordinary  investments,  paying  not  more 
than  they  are  now? 

A.  Yes.  I  find  in  studies  recently  that  that  is  the  fact, 
that  the  stocks  and  bonds  of  our  large  companies  were  selling 
on  a  lower  rate  of  return,  if  anything,  in  the  90's.  or  since 
1890,  if  anything,  than  they  are  this  year;  that,  in  other 
words,  6%  was  about  all  the  investor  was  netting  at  any  time 
for  any  length  of  time  since  1890,  on  the  stocks  and  bonds  of 
our  big  railroad  systems,  or  big  public  utilities.  In  other 
words,  interest  rates  were  falling  rather  than  rising  for  a 
long  time. 
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Q.  How  about  the  telephone  business  in  the  80"s  and 
early  90's ;  was  that,  in  your  opinion,  an  ordinary  invest- 
hient  ? 

A.  No.  there  was  more  risk  in  the  telephone  business  in 
the  80's  and  the  90's. 

Q.  What  have  you  in  mind?  Your  memory  goes  back 
to  those  days? 

A.  Yes. 

Q.  Have  you  in  mind  the  conditions  under  which  the 
telephone  business  was  conducted  in  those  days? 

A.  Somewhat,  and  then  I  have  read  a  good  deal  of  it 
since,  so  that  I  feel  somewhat  familiar  with  it. 

O.  When  was  the  telephone  invented? 

A.  About  the  time  of  the  W'orld's  Fair  in  1876.  They 
had  an  experimental  telephone  system  there  at  the  exposition. 

O.  At  that  time  the  railroad  business  was  fairly  estab- 
lished? 

.  A.  Oh,  yes. 

O.  Water  for  hundreds  of  years? 

A.  Yes. 

Q.  The  storage  and  distribution  of  water  had  been  known 
for  years? 

A.  Yes. 

O.  Gas  also? 

A.  Since  the  beginning  of  the  last  century. 

O.  As  compared  with  gas  and  water  and  railroads,  the 
telephone  was  not  an  ordinary  investment? 

A.  Oh.  no.  The  telephone  was  a  new  thing  in  the  70's 
and   80's. 

O.  The  patents  you  spoke  of  were  simply  the  patents  for 
the   telephone  instruments? 

A.  They  were  more  or  less  patents  on  systems  of  install- 
ing cables,  the  w'iring,  the  method  of  making  the  cables.  I 
think  some  of  those  things  were  patented. 

O.  Was  the  method  of  interconnection  of  telephones 
known  at  all   in  those  early  days? 

A.  No,  not  at  the  very  beginning;  in  1880  or  1879,  along 
in  there. 

Q.  About  when,  if  you  know,  was  the  first  conception  of 
a  switching  apparatus  to  interconnect  telephones? 


Edward  11'.  Be  mis.  1645a 

A.  That  came  in  about  1879,  I  should  say. 

Q.  Did  that  have  to  be  iiiAented? 

A.  Oh,  yes. 

Q.  So  that  the  investor  in  the  telephone  business  did  not 
know  anything  about  the  instrument  itself  or  the  other  ap- 
paratus necessary  for  its  use? 

A.  No. 

O.  He  had  to  assume  all  those  risks  of  being  able  to 
invent  something  to  make  the  telephone  business  feasible  and 
practicable  ? 

A.  Yes. 

O.  The  conception  was  that  it  was  a  toy? 

A.  At  the  very  beginning,  yes. 

O.  How  long  did  those  conditions  continue?  Throw 
your  mind  back,  as  you  are  supposed  to  understand  the  phil- 
osophy of  history,  and  do  not  try  to  read  it  now%  as  an  accom- 
plished fact. 

A.  I  should  say  those  conditions  pretty  largely  had  ended 
in  the  latter  part  of  the  80's. 

Q.  They  had? 

A.  Invention  kept  on,  but  I  mean  to  say  the  telephone 
was  accepted  as  an  instrument  of  permanence  and  solidity 
as  a  business,  by  the  close  of  the  80's. 

O.  How  many  telephones  do  you  suppose  there  were  in 
the  world  at  that  time? 

A.  I  have  seen  the  figures,  but  I  have  forgotten  them 
now. 

O.  Two  or  three  thousand  in  the  whole  world? 

A.  I  could  not  say.  The  telephone  companies  were  pretty 
strongly  organized  in  Chicago  at  that  time,  and  New  York 
and  some  other  large  cities,  I  think  Philadelphia,  but  I  am 
not  so  sure  about  Philadelphia. 

O.  Do  you  know  anything  about  the  apparatus  with  which 
they  were  attempting  to  do  the  business? 

A.  I  was  familiar  witli  it.  I  studied  it  up  a  good  deal 
at  one  time. 

O.  If  you  had  been  putting  your  money  into  the  telephone 
business  at  that  time,  what  would  you  expect  to  have  l«en 
given  as  a  return? 
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A.   I  cannot  say  that. 

Tin-:  Chairman  (Commissioner  I'cnnypacker ;  :  That  is 
an  argnmcnt  ad  liojiiiiicm. 

The  Witness:   I  really  do  not  know. 
Bv  Mr.  Marve:— 

O.  What  wonkl  \ou  say  in  studying  the  past  history  for 
the  purpose  of  thuling  deficits?  You  have  to  do  that,  do 
you  not  ? 

A.  I  looked  back,  hut  I  found  you  had  13%  return  prior 
to  1885  and  over  9%  for  the  next  five  years. 

O.  W'hat  would  you  say?  What  would  have  been  a 
reasonable  return? 

A.  I  think  that  certainly  was  high  enough,  especially  as 
some  of  it  could  be  floated  in  bonds. 

O.  Then  if  you  were  studying  for  deficits,  would  you 
assume  15%? 

A.  No. 

O.  What  would  you  assume? 

A.  If  you  were  to  practically  treat  a  return  as  a  com- 
pounded return — 

O.  \A  e  will  get  to  that  later.  Aside  from  whether  or 
not  the  deficit  should  be  compounded,  what  would  you  say 
would  have  been  a  fair  return? 

A.  Oh,  I  should  think  prior  to  1885  one  might  have  nor- 
mally accepted  probably  10%  or  12%. 

O.  A\hich? 

A.  I  would  not  say.  You  cannot  definitely  say  those 
things. 

O.  You  would  have  to  say,  though,  when  you  make  a 
calculation  ? 

A.  Yes.     \\'ell,  I  should  say  12%c  prior  to  1885. 

O.  Now  from  1885  what  would  be  your  next  period? 

A.  To  1890. 

O.  Do  you  understand  the  conditions  obtaining  in  the 
telephone  world  between  those  years,  as  to  conditions  of 
patents  and  apparatus? 

A.  Oh.  yes,  to  some  extent  I  do. 

O.  Do  you  know  that  the  fundamental  patents  were  in 
active  litigation  at  that  period  ? 


EdiK'ani  ]]'.  Bcmis.  1647a 

A.  I  know  they  were. 

O.  Do  you  know  that  there  were  600  patent  suits  brought 
during  that  period,  all  of  which  were  defended  by  the  Amer- 
ican Telephone  Company? 

A.  I  have  read  of  large  figures  of  such  Htigation. 

O.  Do  you  know  when  the  decision  establishing  the 
validity  of  one  patent  or  another  was  finally  made? 

A.  There  were  some  important  decisions  in  the  late  90's, 
but  I  do  not  know  whether  they  were  the  ones  to  which  you 
refer. 

O.  So  that  there  was  an  uncertainty  all  through  that 
period  as  to  whether  or  not  the  Bell  telephone  had  anything, 
was  there  not? 

A.  Certainly;  there  was  always  that  possibility,  that  risk. 

O.  Have  you  studied  the  decision  of  the  Sufreme  Court 
of  the  United  States  on  that  question? 

A.  No,  I  have  not  read  it. 

O.  Do  you  recall  that  the  vote  in  the  Supreme  Court 
was  4  to  3? 

A.  I  did  know  that. 

Q.  The  patent  was  only  established  by  the  vote  of  one 
judge? 

A.  Yes. 

Q.  And  that  was,  you  say,  in  the  90's? 

A.  I  think  it  was  in  the  90's. 

Q.  But  do  you  know  that,  subsequent  to  that  time,  the 
United  States  Government  brought  suit,  through  the  Solicitor 
General  of  the  United  States,  I  think  he  was  called,  against 
the  riell  Te]e]:)hone  Company  for  collusion  in  obtaining  this 
patent? 

A.  I  think  I  have  read  of  that,  but  I  do  not  know  much 
about  it  and  I  have  never  studied  it. 

Q.  And  that  matter  pended  for  some  years  thereafter? 

A.  I  am  not  at  present  familiar  with  that  litigation. 

O.  Assuming  that  to  be  a  fact,  that  would  introduce  a 
great  uncertainty  into  the  investment  in  the  telephone  busi- 
ness, would  it  not? 

A.  Of  course,  all  those  things  added. 

O.  You  know  that  about  that  period  the  companies  found 
that  copper  was  a  very  much  better  conductor? 
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A.  Than   iron? 

O.  Than  iron. 

A.  Yes. 

(J.  And  they  thereupon  practically  scrapped  their  exist- 
ing plants  of  iron  and  substituted  rapidly  copper  therefor? 

A.  They  either  did  that,  or,  when  the  time  came  for  re- 
newal, they  renewed  them  in  copper,  which  almost  amounted 
to  the  same  thing. 

Q.  They  did  it  very  rapidly? 

A.  Yes.  They  did  not  tear  out  the  iron  right  off,  but 
they  pretty  rapidly  substituted  copper  for  iron  all  over  the 
country. 

O.  You  also  recollect  that  electric  light  companies,  during 
the  late  80's,  the  middle  80's  and  also  the  early  90's,  were 
very  rapidly  developed  in  this  country  ? 

A.  Yes. 

Q.  And  that  the  telephone  and  telegraph  companies  suf- 
fered very  seriously  from  inductive  disturbances  ? 

A.  Certainly. 

Q.  Rendering  the  operation  of  their  business  impossible? 

A.  Oh,  yes. 

O.  They  had  to  invent  and  patent  devices  of  various 
kinds  to  make  their  own  apparatus  serviceable? 

A.  Yes. 

O.  And  that  subsequent  to  that  time  the  trolley  railroads 
also  came  in  ? 

A.  Yes. 

O.  And  thev  were  very  rapidlv  developed? 

A.  Yes. 

O.  And  they  again  necessitated  an  entirely  different 
change  in  the  methods  of  doing  the  telephone  business? 

A.  That  is  all  true. 

O.  In  your  studies  of  telephony  have  you  familiarized 
yourself  with  the  attcmi>ts  of  the  Rell  Company  to  construct 
and  operate  long  distance  lines? 

A.  Yes. 

O.  The  first  one  of  them  was  built  about  when? 

A.  I  cannot  say  exactly. 

O.  About  1885? 
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A.  I  do  not  remember  exactly. 

Q.  Do  you  recall  the  lines,  and  that  the  first  one  of  any 
importance  was  between  New  York  and  Philadelphia? 

A.  I  knew  that  was  the  location  of  it. 

O.  They  spent  a  great  amount  of  money  in  constructing 
that  line? 

A.  Yes. 

O.  And  after  it  had  been  constructed,  they  found  it  in- 
operative ? 

A.  Yes,  that  is  my  understanding;  at  least,  that  they 
had  to  rebuild  a  good  deal  of  it. 

Q.  For  what  purpose? 

A.  So  as  to  operate. 

Q.  Then,  after  they  constructed  that  line,  thev  found 
that  there  was  so  much  cross-talk,  cross  influence  oetween 
the  lines,  that  they  could  use  but  one  at  a  time? 

A.  Yes.   I   think  that  was  true. 

O.  And  that  necessitated  their  inventing  some  method 
of  overcoming  that? 

A.  I  think  that  was  true. 

O.  And  that  investment  lay  idle  for  months  and  possibly 
years,  before  they  succeeded  in  doing  that? 

A.  I  cannot  tell  you  as  to  that  exactly. 

O.  Other  conditions  similar  to  that  have  been  confronting 
the  telephone  people  all  through  the  life  of  telephony? 

A.  Certainly.  The  elements  of  risk  and  the  expense  of 
renewal  and  maintenance  were  all  much  larger  in  those  days. 
The  art  was  less  developed,  was  more  in  its  infancy  than 
now. 

Q.  And  that  was  well  known  to  the  investors  ? 

A.  Oh,  yes. 

O.  Taking  those  facts  into  consideration,  what  would 
you  say  was  a  fair  return  for  your  next  period,  from  1885 
to — what  date  did  you  select? 

A.  I  said  1890  or  thereabouts.  Of  course,  it  depends 
altogether  on  what  you  mean  by  a  fair  return.  It  is  one  thing 
to  talk  about  the  return  the  investor  would  wish  who  had 
bought  the  stock  and  the  one  who  might  take  the  bonds. 

O.  Did  he  not  invest  with  the  expectation  of  a  return?' 
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A.  Certainly,  but  it  was — 

Q.  What  is  your  opinion  of  what  was  a  reasonable  expec- 
tation ? 

A.  I  tliink  probably  a  person  would  hardly  have  invested 
in  the  stock  without  expecting  on  that,  say  on  half  of  the  in- 
vestment, a  return  of  from  S%  to  10^. 

Q.  From  8  to  10?  Can  you  not  be  a  little  more  exact 
than  that,  because  we  have  to  calculate. 

A.  Taking  the  bonds  and  all,  I  would  say  from  1885  to 
1895  probably,  on  the  w^hole,  a  7%  return,  which  would  be 
about  5  and  9  respectively  on  the  bonds  and  stock. 

Q.  Would. you  put  a  bond  on  that  line  from  New  York 
to  Philadelphia?  Could  you  have  put  a  bond  on  that  prop- 
erty? 

A.  I  am  talking  about  the  property  as  a  whole.  I  am 
talking  about  what  I  thought  you  were  speaking  of,  the  tele- 
phone company.  I  was  not  speaking  of  a  bond  on  one  par- 
ticular piece  of  apparatus. 

O.  Then  an  investor  in  stocks,  you   say,  would  expect 

9y2? 

A.  I  said  9,  and  5  on  the  bonds.  I  said  about  7  on  the 
whole. 

O.  Then  you  think  a  change  in  one  year  would  have  re- 
duced your  assumption   from   12%   to  7%? 

A.  The  departure  from  the  infancy  of  the  enterprise 
would  come  rapidly  after  the  first  few  years.  I  was  speaking 
of  a  whole  period  of  ten  years,  and  the  other  was  the  first 
five  years,  when  it  was  first  starting.  I  think  there  would 
be  a  great  difiference. 

O.  You  think  you  w^ould  have  put  your  money  in  the 
telephone  business  in  1887  at  7%  ? 

A.  It  would  depend  on  whether  I  was  taking  bonds  or 
stock.     I  said  9%  on  stock  and  5%  on  bonds. 

Q.  I  am  talking  about  on  the  property  as  a  whole. 

A.  That  is  one  way  to  look  at  it,  the  property  as  a  whole, 
and  I  said  7  on  that. 

Q.  You  would  have  done  it,  would  you? 

A.  Probably  either  have  taken  a  bond  or  stock,  accord- 
ing to  what  your  risks  are,  what  you  would  take. 
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O.  Exactly.     You  are  assuming  the  risk. 

A.  I  say  for  the  whole  10-year  period  from  1885  to  1895, 
1  think  they  would  obtain  money  on  that  basis. 

O.  Knowing  they  never  would  get  any  more,  or  be  per- 
mitted to  get  any  more? 

A.  Of  course,  you  are  leading  to  an  unfair  idea,  because 
you  are  assuming  a  risk — 

Q.  I  am  not  reading  your  mind.  Do  not  read  mine  as  to 
what  I  am  leading  to. 

A.  You  see,  you  are  asking  what  one  would  invest  at 
without  any  guarantee  or  assurance,  just  taking  it  as  a  specu- 
lative affair. 

O.  Is  not  that  what  you  have  to  do  in  your  assumption 
as  to  what  would  have  been  a  fair  return  in  those  times,  in 
calculating  deficits  or  surpluses? 

A.  I  am  not  sure  that  that  is  so,  although  I  made  out 
my  table  on  that  basis, 

Q.  Is  there  any  other  basis  that  you  could  have  made  it 
out   on? 

A.  Yes. 

Q.  And  have  been  fair? 

A.  I  think  there  is.  I  think,  that  is,  if  you  apply  to  a 
table  where  \ou  ])ractically  are  assuming  that  the  company 
had  a  right  to  earn  enough  so  that  when  they  failed  to  earn 
it  they  could  be  allowed  to  compound  the  deficit  and  earn 
it— 

Q.  We  will  get  to  compounding  deficits  later. 

A.  Which  you  do  not  have  in  this  sort  of  scheme. 

O.  But  eliminate  the  principle  of  compounding.  We  will 
come  to  that  presently. 

A.  What  is  the  question? 

O.  On  the  assumption  you  have  been  making,  what,  in 
your  opinion,  would  have  been  a  fair  return  during  your 
second  period,  if  an  investor  knew  he  could  not  make  more, 
or  be  permitted  to  make  more,  than  the  rate  you  are  going 
to  assume? 

.\.  You  must  also  couple  with  it,  if  you  are  going  to  do 
that,  the  other  proposition,  that  he  must  be  allowed  to  make 
that  much. 
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L'.v  Mu.  S\v.\v/e: — 

Q.  A  guarantee,  you  mean  ? 

A.  Yes.  sir.  if  you  are  going  to  do  that. 

Bv  Mr.  Marve: — 

O.  No,  but  without  the  guarantee. 

A.  W'hat  I  mean  to  say  is  that  you  cannot  put  on  a  maxi- 
mum at  one  end  and  take  off  your  guarantee  from  the  other. 

O.  Is  not  tliat  exactly  what  you  are  doing  when  this  Com- 
mission fixes  a  rate  of  return? 

A.  Yes,  but  not  what  I  was  doing  in  my  table. 

Q.  Why  not?  You  were  advising  this  Commission  as  to 
what  was  a  fair  return. 

A.  Well,  yes,  but  your  question  was  not  that. 

Q.  Why  not? 

A.  You  have  been  asking  the  question  or  questions  about 
what,  under  the  conditions  that  then  prevailed,  without  any 
commission  guaranteeing  to  allow  them  to  raise  rates  so  as 
to  make  a  certain  amount,  and  also  at  the  same  time  saying 
they  should  not  make  more — but  that  was  not  your  question. 

The  Chairman  (Commissioner  Pennypacker)  :  Do  not 
spend  so  much  time  telling  him  what  his  questions  are.  Listen 
to  the  question  and  make  your  answer.  Otherwise,  you  know, 
you  load  the  record  up  with  so  much  that  is  immaterial.  If 
he  has  put  a  question,  the  question  is  down  on  the  notes  and 
you  need  not  repeat  the  question. 

The  Witness:  Without  any  commission,  prior  to  1895, 
and  without,  therefore,  any  maximum  or  any  minimum,  and 
taking  merely  the  risks  of  the  business,  I  have  been  answeriqg 
your  question,  as  I  understood  it,  by  12%  prior  to  1885  and 
a  7%  return  thereafter  for  ten  years.  5%  on  bonds  and  9% 
on  stock ;  but  that  would  assume  no  maximum  and  no  mini- 
mum and  no  commission. 
By  Mr.  Marve  : — 

O.  And  you  are  assuming  that  the  company  could  have 
gotten  money  at  7%  under  those  conditions? 

A.  Yes ;  what  vou  call  7.     I  call  it  5  and  9. 
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Bv  Commissioner  Wright: — 

0.  I  would  like  to  ask  the  date  when  there  ceased  to  be 
what  would  be  termed  a  gambler's  risk,  and  when  it  became 
a  legitimate  investment  for  a  conservatiye  investor? 

A.  Some  time  in  the  90's.  I  cannot  fix  the  date  more 
positively. 

By  AIr.  Marye: — 

Q.  Some  time  in  the  90's? 

A.  Yes. 

O.  Then  you  think  7%  eliminates  the  idea  of  a  gambler's 
risk? 

A.  The  word  is  a  little  strong,  perhaps — gambler's  risk. 

By  Commissioner  Wright: — 

O.  I  just  got  that  from  the  questions  which  were  being 
put  and  the  answers. 

A.  I  think  the  gambler's  risk  ceased  in  the  early  90*3, 
but  I  cannot  fix  an  exact  time. 

By  Mr.  Marye: — 

Q.  Did  you  make  a  study  to  ascertain  that  fact,  when 
you  assumed  these  periods  and  made  your  calculation  ? 

A.  I  assumed  this  much — and  it  is  all  I  thought  I  needed 
to  assume — that  the  actual  returns  received  was  one  method 
of  approach,  and  that  was  sufficient.  The  other  was  what 
would  have  been  a  proper  return  under  such  a  guarantee  of 
maximum  and  minimum  as  perhaps  a  commission  regulation 
implies. 

O.  Do  you  not  have  to  make  those  assumptions? 

A.  I  did  make  them,  and  I  say  that  on  either  basis,  either 
the  actual  returns  obtained,  the  actual  profit,  or  on  the  basis 
of  a  guaranteed  return,  compounded — on  either  basis,  I  find 
no  deficits. 


(At  12  noon  a  recess  was  taken  until  2:30  P.  M.) 
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2:30  P.  M. 
Present : 

Commissioners     Pennvpacker,     acting     Chairman, 

Johnson,  Tone,  Brecht  and  Wright. 
Berne  H.  Evans,  Esq.,  assistant  counsel  for  the  Com- 
mission. 
Other  counsel  as  before  noted. 
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Edward   \\'.   Bemis,  cross-examination   resumed. 

Bv  Mr.  Marye:— 

O.  Will  you  now  answer  the  question,  as  to  at  what  date 
the  gambling  element,  or  element  of  speculation,  went  out  of 
the  telephone  business? 

A.  It  is  impossible  for  me  to  say.  I  think  it  was  in  there 
during  all  the  early  years.  I  think  people  bought  on  more  or 
less  of  a  gamble  or  speculation  pretty  largely  through  the 
90's. 

Q.  Then  your  second  period  would  go  through  the  90's? 

A.  Yes,  pretty  nearly  through.  I  cannot  fix  an  absolute 
date,  but  I  say  pretty  well  through ;  might  go  clear  through 
the  90's.     I  cannot  say  positiyely. 

O.  Then  all  through  your  second  assumed  period  there 
would  be  this  gambling  element  present? 

A.  I   think  likely. 

O.  And  that  would  haye  to  be  taken  into  consideration 
in  estimating  what  was  a  reasonable  return  under  those  cir- 
cumstances ? 

A.  No,  I  think  not. 

O.  Why  not? 

A.  Because  people  bought,  not  for  the  return,  but  purely 
as  a  gamble  on  an  invention  that  might  be  a  very  profitable 
one,  and  might  mean  nothing. 

O.  What  was  the  gamble? 

A.  As  between  nothing  and  perhaps  a  big  return. 

O.  Exactly.  Did  not  that  have  a  material  bearing,  then, 
on  what  a  reasonable  expectation  of  return  would  be? 

A.  Xo.  I  do  not  think  there  was  any  reasonable  return 
in  it.  \\'e  may  consider  now  that,  if  they  got  6%  or  7% 
it  would  be  a  reasonable  return,  but  they  did  not  buy  for 
6%  or  7%  ;  they  bought  for  anything  between  zero  and  100%. 

Bv  Mr.  Swavze  : — 

O.  I  do  not  suppose  any  of  them  really  expected  to  get 
zero  when  they  invested  their  money,  did  they  ? 
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A.  I  iliink  it  was  a  ])nrt-ly  sjjcculativc  investment  on  the 
part  of  tlic  majority. 

Ry  Mr.  Marve: — 

O.  Now  what  is  your  idea  of  a  reasonable  return  ? 

A.  A  reasonable  return  is  a  return,  as  we  look  back  on 
it  now,  against  which  they  have  no  right  to  complain  if  they 
got  that  much.  Now  they  might  have  lost  everything.  They 
might  have  made  50%.  I  am  not  taking  away  from  them 
what  they  made,  whatever  it  was.  If  they  made  6%,  and 
com])ounded  even  that  6,  when  they  did  not  make  it,  and 
made  it  a  year  or  two  later,  they  have  no  ground  to  complain 
against  the  public. 

Q.  And  is  that  the  basis  on  which  you  estimate? 

A.  Yes. 

Q.  In  the  light  of  the  present  ? 

A.  Yes,  because  I  consider  they  were  not  buying  a  6% 
or  a  7%  return,  they  were  buying  a  gamble. 

Q.  And  that  was  the  inducement? 

A.  Very  largely  in  those  days. 

Q.  And  you  could  not  get  the  money  without  that? 

A.  I  do  not  know  whether  you  could  have  got  it  any 
other  way  or  not,  but  almost  all  new  enterprises  are,  at  the 
very  beginning,  financed,  I  am  convinced,  by  people  who  are 
willing  to  run  great  risks  and  make  or  lose  just  as  it  happens. 

Q.  And  that  you  said  continued  all  through  the  90's  ? 

A.  I  said  pretty  well  through ;  I  could  not  say  definitely 
just  how  late,  but  it  continued,  less  and  less  marked,  as  the 
art  became  more  developed.  It  was,  of  course,  less  present 
in  the  latter  part  of  the  90's  than  it  was  in  the  early  part, 
and  less  present  at  any  time  in  the  90's  than  it  was  in  the 
80's,  but  there  was  an  element  of  gamble  in  there,  I  think. 
all  through  the  90's. 

Q.  And  we  could  not  have  raised  money  otherwise  than 
by  taking  that  into  consideration? 

A.  I  do  not  know.  I  know  there  is  an  element  of  in- 
vestors in  the  community  that  are  glad  to  put  their  money 
into  a  gamble  of  that  kind. 
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Q.  Does  not  everybody  do  that  in  the  making  of  an  in- 
vestment ? 

A.  No,  there  is  a  great  element  of  investors  that  prefer 
a  low  retnrn  and  a  sure  thing. 

Q.  But  it  is  the  expectation  of  the.  return  they  are  basing 
their  investment  on  ? 

A.  Yes,  but  I  mean  the  gamble  element,  the  speculation 
element,  does  not  affect  a  large  class  of  investors,  and  another 
class  do  not  want  anything  else. 

Q.  But  it  affected  every  investor  in  the  telephone  busi- 
ness? 

A.  Not  so  far  as  bonds  were  concerned,  and  they  could 
have  issued  bonds  if  they  did  not.  They  would  have  been 
free  from  that  element ;  but  that  element  entered  into  stock 
investments. 

Q.  Let  us  take  that  bond  proposition  for  a  minute.  You 
have  described  the  condition  of  the  plant  of  this  telephone 
company  in  its  early  years,  how  it  was  subject  to  rapid  change 
in  taking  out  and  putting  in,  owing  to  one  cause  or  another. 
Do  you  know  the  history  under  which  the  Bell  telephone 
companies  and  all  telephone  companies,  were  operating;  that 
the  operating  companies  only  had  a  license  from  the  owner 
of  the  telephone  patent  to  use  that  patent  for  a  limited  period 
of  years? 

A.  I  understand  the  licenses  were  somewhat  of  that  char- 
acter. 

O.  Were  not  all  of  them  of  that  character? 

A.  Yes,  and  those  licenses  remained  first  with  Rell  and 
then  with  the  American  Bell  Company. 

Q.  But  the  people  who  were  operating  telephones  through- 
out this  country  and  Europe  were  operating  under  a  license 
from  the  owner  of  the  patent  for  a  limited  number  of  years? 

Mr.  Gordon  :  What  do  you  mean  by  a  limited  number 
of  years? 

Mr.  Marye  :  Not  to  exceed  ten. 

A.  I  cannot  testify  from  much  positive  study  or  knowl- 
edge, and  I  do  not  want  to  testify  on  anything  I  have  not 
studied.  I  have  not  studied  that  patent  history  sufficiently 
to  testify  about  it. 
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\\\  Mk.  iMakvi:: — 

Q.  You  understand  lliat  is  a  fact? 

A.  I  do  not,  for  example,  know  about  the  10-year  period. 

Q.  Let  us  assume  now  that  that  is  a  fact,  and  that  all 
telephone  property  of  these  operating  companies  throughout 
the  world  was  constructed  under  a  license  limited  to  this, 
so  that  at  the  end  of  the  license  period  their  property  would 
have  been  worthless  for  telephone  purposes,  or  for  any  pur- 
pose. Do  you  think  an  investor  would  have  put  his  money 
in  a  5%  bond,  or  5>4%  bond,  on  that  kind  of  a  property? 

A.  Assuming  all  the  facts  just  as  you  state  them,  that 
they  are  all  the  facts,  I  should  think  it  would  have  been  diffi- 
cult to  have  floated  bonds. 

O.  How  about  stock? 

A.  And  stock  would  have  been  floated  on  the  speculative 
or  gamble  basis  pretty  largely. 

O.  They  could  not  then  have  floated  bonds  at  all,  under 
a  mortgage  on  that  kind  of  a  property? 

A.  I.  of  course,  have  some  cjviestion  in  my  mind  whether 
a  full  study  of  that  patent  history  would  not  bring  out  certain 
reasons  to  expect  continuances  of  those  privileges,  those  pa- 
tents, from  the  Bell  company  after  the  ten  years  was  up.  I 
do  not  feel,  therefore,  that  I  can  answer  your  question  frankly 
and  fairly  and  fully,  in  the  ignorance  T  am  in  as  to  that  patent 
history. 

O.  Then  it  there  was  an  obligation  on  the  Bell  company 
to  renew  tliose  licenses,  they  were  not  limited  to  the  10- 
year  period  that  I  stated? 

A.  Of  course,  that  answers  itself. 

O.  I  say,  assuming  that  they  were  not  renewable  as  a 
matter  of  right? 

A.  And  you  are  assuming  that  there  was  no  reason  to 
expect  a  renewal? 

Q.  Yes,  sir. 

]\1r.  Gordon:  Would  you  think  anybody  would  put  any 
money  in  under  those  conditions? 

Mr.  Marye:  I  was  wondering.  I  was  asking  the  Pro- 
fessor. 

Mr.  Gordox  :  T  cannot  think  that  the  premises  are  cor- 
rect. 
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Mr.  Swayze  :  They  are  absolutely  correct.  We  will  show 
them  to  you.  They  are  absolutely  correct.  We  will  not  state 
any  premises  we  cannot  uphold. 

The  Witness  :  You  assume  that  the  various  Bell  com- 
panies had  no  reason  to  expect  a  renewal  of  the  licenses. 

Mr.  Gordon  :  And  that  they  could  be  shut  up  and  put 
out  of  business  at  the  end  of  ten  years. 

Mr.  Marye:   Yes,  sir. 

]Mr.  Swayze  :  As  a  matter  of  fact,  it  was  done  in  several 
cases. 

The  Witness  :  I  believe  that  that,  as  you  express  it,  is 
somewhat  analogous  to  limited  fixed  term  grants  to  street 
railways,  where,  at  the  end  of  twenty  years,  a  company,  you 
may  say,  has  no  legal  right  to  expect  a  renewal.  Perhaps  it 
has  no  right  to  expect  a  renewal,  and  yet  it  does  expect  it,  and 
in  nine  cases  out  of  ten — I  should  say  ninety-nine  out  of  one 
hundred — it  gets  a  renewal,  perhaps  on  different  terms.  The 
same  with  a  limited  gas  franchise,  such  as  is  common.  There- 
fore, I  would  expect  that  these  Bell  companies  had  that  in 
mind,  that  it  was  like  a  fixed  term  frianchise.  But  you  see 
you  are  asking  me  to  speculate  on  a  subject  I  have  not 
definitely  studied. 
By  Mr.  Marye: — 

O.  But  that  is  involved  in  this  case,  is  it  not? 

A.  I  prefer  to  testify  on  subjects  I  have  more  definitely 
studied. 

O.  Have  you  not  testified  on  that  very  point,  as  to  what 
was  a  fair  rate  of  return  in  this  very  period  I  am  speaking  of  ? 

A.  I  have  testified  on  what  was  a  fair  rate  of  return, 
if  you  assume  that  they  are  certain  of  it,  or  th?t  you  are 
going  to  make  it  up  to  them  by  compounding  it  afterwards, 
with  interest,  and  I  say  that,  on  that  basis,  a  6%  return  since 
1885  was  fair.  Now  I  cannot  get  over  the  belief  that  a  fixed 
term  right  to  a  patent  was  accompanied  with  the  expectation, 
such  as  a  street  railway  company  has'  in  most  states,  that, 
when  its  franchise  expires,  it  will  get  a  renewal,  perhaps  on 
different  terms. 

Q.  That  was  simply  an  expectation? 

A.  But  I  think  a  very  powerful  one  with  investors. 
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Q.  Do  you  lliink  an  investor  would  have  bought  a  5^ 
bond  under  tliose  circumstances  at  par? 

A.  I  do  not  say  that  he  would,  but  he  would  have  in- 
vested, and  was  investing  right  along,  on  the  profits  that  the 
company  actually  was  earning. 

Q.  In  bonds? 

A.  Not  in  bonds,  I  would  say,  in  that  early  period,  no. 

Q.  Why  then  would  you  assume  that  the  company  would 
be  financed  half  bonds  and  half  stock? 

A.  In  that  early  stage,  I  was  not  aware  that  your  pat- 
ents were  quite  of  the  kind  you  state. 

Q.  How  then  could  you,  if  you  were  not  aware  of  that 
and  other  conditions  under  w'hich  this  company  operated, 
testify  as  to  what  would  have  been  a  fair  rate? 

A.  Because  we  have,  connected  with  the  fair  rate,  that 
they  were  to  get  that  amount,  that  they  would  not  fall  below 
6^0  and  interest  on  it. 

O.  How  could  you  assume  that? 

A.  Because  we  did  find  it  so. 

Q.  That  they  were  guaranteed  that? 

A.  We  found  that  they  got  it. 

O.  Yes,  but  was  that  a  guarantee,  though? 

A.  I  do  not  fully  accept  the  idea  of  the  Wisconsin  method, 
but  on  that  theory,  as  thus  worked  out,  I  say  they  have  ob- 
tained a  fair  return.  I  think  they  went  into  it  expecting  all 
the  way  from  zero  to  a  hundred  per  cent,  return.  They 
bought  for  a  hundred  and  might  have  gotten  zero. 

Q.  Could  we  have  gotten  money  for  the  telephone  busi- 
ness except  from  that  character  of  investors  during  that 
period  ? 

A.  Probably  not. 

Q.  Then  there  would  not  have  been  any  telephone  busi- 
ness? 

A.  But  the  same  is  true  in  the  early  history  of  the  steam 
railroads,  which  I  have  carefully  investigated.  I  found  they 
did  not  average  a  7%  return  a  year  in  the  30's,  40's  and 
50's.  yet  they  got  all  the  money  they  needed  for  construction. 

O.  With  the  expectation  of  a  higher  return  before  them 
all  the  time? 
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A.  Certainly. 

Q.  If  you  remove  that,  would  they  have  gotten  the 
money  ? 

A.  They  went  m  as  a  pure  speculation. 

Q.  Not  thinking  they  were  going  to  be  limited  to  any- 
thing like  6%,  8%,  10fo,"l2%  or  20%? 

A.  The  speculative  element  takes  away  both  limits,  both 
the  limit  of  high  return  and  the  assurance  that  tliey  will  have 
some  return. 

O.  \Mien  did  competition  in  the  telephone  business  com- 
mence? 

A.  I  cannot  tell  you,  but  there  has  been  a  good  deal  of 
it  right  along,  been  a  great  quantity  of  farmers'  telephones 
and  co-operative  telephones,  and  telephones  in  small  villages ; 
but  the  tendency  of  late  years  has  been  toward  consolidation, 
and  the  growth  comparatively  of  the  American  Telephone  ^ 
Telegraph  Company  has  been  more  rapid  than  that  of  its 
rivals. 

O.  Was  that  responsive  to  my  question? 

A.  I  tried  to  make  it  so.  I  perhaps  answered  more 
lengthily  than  necessary.  I  cannot  tell  you  the  exact  date 
when  it  began. 

O.  Do  you  not  know  the  date  of  the  expiration  of  the 
Bell  patent? 

A.  I  have  known,  but  I  have  forgotten. 

O.  You  remember  the  date  it  was  issued? 

A.  I  have  forgotten  the  date. 

O.  It  was  issued  in  1874.    When  did  it  expire? 

A.  You  are  asking  me  what  I  do  not  remember  now,  but 
presumably  it  expired  in  seventeen  years. 

Q.  It  expired  in  1895. 

A.  Twenty-one  years. 

O.  So  that,  before  the  expiration  of  that  patent,  there 
could  not  have  been  active  or  any  other  kind  of  competition 
in  the  telephone  business? 

A.  I  did  suppose  there  were  some  competing  telephones, 
perhaps  using  patents  illegally,  or  using  patents  which  were 
infringements,  but  not  yet  ruled  out  by  the  courts.  I  think 
there  were  prior  to  1895. 
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Q.  Then  there  was,  prior  to  1895,  this  added  uncertainty 
of  competition  ? 

A.  It  was  probahly  so. 

Q.  And  upon  the  expiration  of  the  patent  there  was — 
you  recollect  that  period  personally — a  perfect  flood  of  com- 
petition throughout  this  country,  and  particularly  in  the  State 
of  Pennsylvania  ? 

A.  I  do  not  know  so  much  about  the  flood  of  competition 
in  Pennsylvania.  There  was  not  a  great  deal  in  many  of  the 
eastern  states,  but  there  was  a  good  deal  in  Iowa  and  the 
Central  West  generally,  Ohio,  Illinois.  Indiana,  Michigan, 
Minnesota. 

Q.  Up  to  that  year,  then,  1895,  no  one  had  a  knowledge 
of  what  would  be  the  effect  of  competition  in  the  telephone 
business? 

A.  They  had  no  knowledge  until  it  occurred.  They 
could  only  speculate  upon  it. 

O.  Only  guess  at  it? 

A.  Only  guess  at  it. 

O.  Then  did  that  flood  of  competition,  setting  in  in  1895 
and  increasing  from  then  on,  add  another  element  of  uncer- 
tainty and  speculation  to  the  telephone  business  ? 

A.  Yes,  I  should  say  that  it  did,  so  far  as  it  was  an  ac- 
tive and  keen  competition. 

O.  Was  it  ? 

A.  Not  in  all  of  our  larger  cities.  It  was  in  all  of  our 
states — it  was  in  some  states  and  in  many  cities. 

O.  Do  you  know  about  the  State  of  Pennsylvania  ? 

A.  I  do  not  know  enough  about  it  to  wish  to  testify. 

O.  But,  unfortunately,  you  have  testified  about  the  State 
of   Pennsylvania. 

A.  I  have  not  testified  about  the  extent  to  which  competi- 
tion prevailed.     I  have  read  your  exhibits  and  your  testimony. 

O.  But  you  have  testified  as  to  what  would  have  been 
a  fair  return  and  what  is  now  a  fair  return  in  the  State  of 
Pennsylvania. 

A.  And  I  still  stick  to  that. 

Mr.  Gordon  :  You  did  not  ask  your  own  experts  about 
competition. 


Edicard  IV.  Bonis.  1663a 

Mr.  Swayze  :     Yes,  we  did,  Mr.  Gordon. 

Mr.  Gordon  :  I  mean  those  experts  on  the  fair  rate 
of  return.  Thev  did  not  qualify  as  knowing  what  the  amount 
of  competition  was.     That  is  what  I  mean. 

Mr.  Marye  :    Yes,  they  did. 

Mr.  Gordon  :  These  men  you  got  from  the  New  York 
Stock  Exchange ;  they  did  not  qualify  themselves  as  to  their 
knowledge  of  competition  in  the  telephone  business  in  Penn- 
sylvania. 

Mr.  Marye  :  You  can  tell  by  examining  the  record  which 
ones  qualified  to  speak  on  that  subject.  If  not,  they  very 
frankly  stated  what  their  reasons  were  for  coming  to  that 
conclusion.  Now  I  am  trying  to  get  Professor  Bemis  to 
give  his. 
By  Mr.  Marye  : — 

O.  How,  then,  could  you  have  given  an  opinion  on  what 
rate  of  return  would  have  attracted  capital  to  the  telephone 
business  in  the  State  of  Pennsylvania,  rather  than  going  into 
some  other  kind  of  a  business,  unless  you  had  been  well  ac- 
quainted with  the  conditions? 

A.  Because  I  was  familiar  with  v^har  had  attracted  money 
into  other  utilities  where  tliere  had  been  competition,  such  as 
steam  railroads,  where  the  competition  was  pretty  large  prior 
to  the  creation  of  the  Interstate  Commerce  Commission  in 
1887. 

O.  It  is  very  large  now,  is  it  not? 

A.  Not  so  large  now  as  it  was  in  those  days. 

Q.  Is  that  comparable  to  a  telephone  company  ? 

A.  There  was  very  keen  competition  between  railroads, 
also  between  gas  and  electric  light  properties  before  the  days 
of  commissions,  and  I  was  familiar  with  the  returns  under 
which  tliese  utilities  had  grown  up  in  the  various  sections  of 
the  country  in  general,  and  I  do  not  assume  there  was  any 
marked  difference  between  telephones  in  Pennsylvania  and 
utilities  generally  in  the  country. 

O.  Was  there  as  much  of  a  gamble  in  investment  in  the 
railroad  business  in  Pennsylvania  in  the  90's  as  there  was  in 
the  telephone  business? 

A.  There  might   not  have  been  in   Pennsvlvania.  but   in 
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New  York  State  and  in  the  western  states  there  was,  because 
the  railroads  were  constantly  lighting  each  other  and  engaging 
ill  cut-rate  wars. 

Q.  Have  they  been  so  in  the  State  of  Pennsylvania? 

A.  I  am  not  so  familiar,  but  I  think  not  so  much.  My 
recollection  is  that,  while  there  were  rival  roads,  like  the 
Erie  and  B.  &  O.,  touching  perhaps  not  so  much  of  the  State, 
and  of  course  the  Lackawanna  and  the  Lehigh,  yet  I  do  not 
think  one  invaded  the  territory  of  the  other  quite  so  much  as 
did  the  Nickel  Plate  and  West  Shore  and  half  a  dozen  roads 
that  run  from  Chicago  to  Omaha  and  from  Chicago  to  St. 
Paul,  and  so  on. 

O.  Plow  about  telephone  companies  in  the  State  o,f 
Pennsylvania?     Did  they  enter  into  the  same  territories? 

A.  Yes,  I  think  they  were  more  like  the  railroads  of  most 
states.  I  say,  I  really  do  not  know  about  the  railroads  of 
Pennsylvania,  Init  I  know,  generally  speaking,  that  the  rail- 
roads invaded  each  other's  territory. 

Q.  I  am  asking  about  the  telephone  companies. 

A.  The  telephone  companies,  to  some  extent,  invaded 
each  other's  territory. 

O.  To  some  extent?     Have  they  not  in  every  territory? 

A.  Yes,  but  not  the  larger  cities,  I  do  not  think,  so  seri- 
ously. 

O.  Have  they  not  competition  in  every  large  city  in  the 
State  of  Pennsylvania,  and  has  there  not  been  competition  for 
a  number  of  years  ? 

A.  Yes,  but  I  do  not  consider  the  competition  that  exists, 
we  will  say,  between  the  Keystone  and  the  Bell  in  Philadel- 
phia, which  I  suppose  has  seven  or  eight  times  as  many  tele- 
phones in  the  city  as  the  Keystone,  is  a  really  keen  and  serious 
competition. 

O.  They  are  both  going  out  and  trying  to  get  the  same 
business  ? 

A.  I  do  not  know  how  vigorously  they  are  competing, 
but  I  do  not  consider  the  competition  can  be  very  keen  be- 
tween two  companies  of  that  relative  size. 

O.  You  think  we  have  got  the  better  of  it? 

A.  \\"liy,  of  course.     Any  companv  with  <^he  size  that  you 
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have  is  far  more  attractive  to  the  ordinary  subscriber,  at  the 
same  rates,  than  a  small  company  that  cannot  reach  anything 
like  the  number. 

O.  Have  they  the  same  rates  ? 

A.  I  do  not  remember  the  rates  of  the  Keystone. 

Q.  Or  any  other  Independent  company  and  the  Beh  com- 
pany operating  in  the  same  locality,  have  the  same  rates? 

A.  In  the  cities  with  which  I  am  most  familiar  the  Inde- 
pendents have  reduced  rates  in  order  to  compete,  and  even 
then,  as  in  Chicago,  have  failed  to  do  so. 

By  Co:mmissioner  Wright: — 

O.  What,  in  your  opinion,  would  be  the  effect  upon  the 
competing  company  in  case  they  are  compelled  to  have  the 
same  rates? 

A.  I  think  the  smaller  company  would  fail  to  grow. 

By  Mr.  Marye:— 

Q.  Why? 

A.  Because  people  want  connection  with  as  many  sub- 
scribers as  possible. 

By  Commissioner  Wright: — 

O.  Would  it  increase  that  competition? 

A.  If  the  rates  were  the  same? 

Q.  The  same. 

A.  The  competition  would  not  be  as  keen,  of  course,  as 
if  one  company  was  lower  than  the  other,  which  I  thought 
you  asked  me. 

O.  What  would  be  the  effect  of  a  uniform  rate  between 
the  Bell  and  the  competing  company? 

A.  Its  tendenc}^  would  be,  assuming  now  the  same  char- 
acter of  service,  the  same  quickness  in  answering  calls — the 
tendency  would  be  for  the  company  that  had  the  largest  num- 
ber of  subscribers  to  grow  faster  than  the  other,  because  people 
would  flock  to  the  company  through  which  they  could  reach 
the  most  people.  The  other  company,  the  smaller  company, 
would  have  to  give  very  much  better  se'rvice  to  hold  its  own, 
and  that  would  mean  a  more  costlv  service. 
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By  Commissioner  Brecht: — 

Q.  When  you  speak  of  a  larj^er  number  of  subscribers, 
do  you  refer  to  the  subscribers  in  the  immediate  town  or  com- 
munitv,  or  the  numbers  of  subscribers  in  the  State? 

A.  More  especially  in  the  same  community.  The  other 
has  a  small  influence,  an  influence  that  you  cannot  ignore, 
but  the  g-reatest  influence  is  the  number  within  the  district 
that  you  reach  on  the  same  charge,  without  paying  a  toll. 

By  Mr.  Swayze  : — 

Q.  How  about  the  surrounding  communities,  around  a 
town?  Would  that  have  any  effect  on  it,  whether  they  could 
reach  those  or  not? 

A.  Yes,  I  said  that,  outside  of  that  local  service,  there 
was  an  influence,  which  could  not  be  ignored,  in  favor  of  the 
larger  company ;  but  I  said  it  was  not  so  important. 

Q.  How  about  the  toll  line  connections  to  points  in  the 
State  and  points  out  of  the  State? 

A.  That  I  also  included  in  my  statement. 

Q.  Would  that  be  of  value  to  the  operating  company, 
those  connections  by  toll  lines? 

A.  Yes. 

Q.  And  through  that,  the  value  of  that,  they  would  have 
a  certain  advantage  in  competition  with  the  other  company? 

A.  Yes. 

By  i\lR.  Marye: — 

O.  If,  in  any  given  locality,  the  opposition  company  has 
a  materially  lower  rate  than  the  Bell  company,  how  could 
the  Bell  company  have  more  subscribers?  Are  people  so 
constituted  that  they  will  continue  to  pay  a  higher  rate  to  get 
a  service  which  they  can  get  for  a  Jower  rate? 

A.  Yes,  if  you  mean  by  service  a  better  service.  If  you 
mean  by  service  the  same  service  to  the  same  number  of  people, 
no. 

Q.  How  long  would  the  company  charging  the  higher 
rate  continue  to  have  the  larger  number  of  subscribers? 

A.  It  might  have  it  for  all  time,  as  I  have  seen  in  Chi- 
cago, where  the  other  company  could  not  finance  its  losses  for 
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sufficiently  long  to  build  up  any  business.  It  never  has  been 
able  to  go  beyond  20,000  subscribers. 

Q.  Why? 

A.  Because  it  entered  a  territory  somewhat  occupied  al- 
ready, as  the  Germans  did  in  trying  to  get  colonial  possessions, 
and  they  found  they  could  not.  which  is  often  the  case,  afford 
to  wait  long  enough  and  spend  enough  money  in  canvassing 
and  soliciting,  to  secure  patronage.  The  subscriber  was  not 
willing  to  wait  the  several  years  necessary  for  the  company  to 
grow. 

A.  Is  that  your  analysis  of  the   Chicago  situation? 

A.  Yes.  The  Automatic  is  fully  as  good  a  service,  and 
many  think  it  is  better.  I  have  talked  with  hundreds  of  them 
that  think  it  is  better,  would  prefer  it  if  it  was  universal  in 
Chicago. 

Q.  Why  do  they  have  to  canvass  to  get  subscribers? 
They  have  a  better  serv'ice  for  a  less  rate.  Why  do  they  have 
to  raise  money  to  canvass? 

A.  Because  the  people,  even  with  canvassing,  will  not 
take  it,  because  they  say,  "I  want  to  connect  with  other  peo- 
ple." 

Q.  Exactly;  in  the  City  of  Chicago? 

A.  In  the  City  of  Chicago  mostly.  It  includes  a  few  sub- 
urbs like  Evanston  and  Lake  Forest,  possibly. 

O.  Does  it  include  the  City  of  New  York? 

A.  Not  so  much.  There  is  not  one,  probably,  in  a  hun- 
dred telephone  subscribers  in  Chicago  that  telephones  fifty 
miles  away,  probably  in  a  year;  but  you  will  find  them  all  the 
time  referring  to  the  fact  that  right  in  Chicago  to  be  able  to 
connect  with  400,000  subscribers  in  that  city  is  w^orth  so  much 
more  to  them  than  to  connect  with  20.000  that  they  willingly 
pay  the  difference  in  rates. 

O.  And  how  about  the  cities  surrounding,  in  Indiana 
and   Illinois? 

A.  Few  will  mention  that.  The  m.ajority  do  not  even 
telephone  that  far. 

O.  But  they  have  the  potentiality  there  ? 

A.  Yes,  but  the  majority  of  the  subscribers  do  not  think 
of  that,  nor  ever  mention  it  if  you  talk  to  them.  They  do 
not  have  occasion  to  telephone  outside. 
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Q.  Are  you  statinq-  that  as  a  fact? 

A.  Yes/ 

Q.  You  do  not  think  we  find  a  (Hffercnt  experience  now? 

A.  T  think  there  is  a  perceptible  percenta.o^e  in  a  city  the 
size  of  Philadelphia  or  Chicacro  that  telephone  outside  in  the 
course  of  a  year,  but  I  (lou])t — 

O.  Are  they  the  same  persons?  Suppose  the  percenta^^e 
now  were  25%  of  the  subscribers  in  Chicago  in  any  year  that 
might  talk  outside  of  Chicago.  Does  that  25%  include  the 
same  individuals  each  year? 

A.  Not  exactly,  although  it  would  include  mostly  the 
same,  the  majority.  Probably,  of  the  25%,  20%  would  be 
the  same. 

The  Chairman  (Commissioner  Pennypacker)  :  I  think 
we  are  getting  this  gentleman's  judgment  about  the  general 
telephone  business,  and  especially  as  it  applies  to  Chicago,  at 
considerable  length,  but  I  yet  have  not  heard  very  much  in  the 
cross-examination  concerning  his  estimates  about  this  par- 
ticular problem  that  we  have  before  us.  I  suppose  we  will  get 
to  it  presently,  will  we  ? 

]\Ir.  Marye  :  Yes,  sir;  I  am  just  getting  to  the  question. 
By  Mr.  Marve  : —  ■ 

O.  Do  you  know  of  any  commission  or  court,  that  uses 
the  historical  method  in  ascertaining  deficits,  that  does  not 
compound  ? 

A.  I  think  I  do  not.     I  cannot  recall  any  at  the  moment. 

O.  What  is  the  object  of  a  study  of  deficits? 

A.  It  is  to  study  fair  returns,  equitable  returns.  It  is  to 
see  whether  the  telephone  investor  has  a  complaint  against  the 
community  for  his  treatment  by  the  community  in  the  past 
history  of  the  company;  whether  he  can  equitably  set  up  a 
claim — it  is  not  a  claim  of  value,  it  is  only  a  question  of  fair- 
ness ;  has  he  in  fairness  a  claim  against  the  community. 

Q.  Is  that  your  opinion,  or  is  that  what  the  courts  ex- 
press on  the  matter  of  value  ? 

A.  That  is  my  opinion,  and  it  is  a  question  of  equity  that 
they  are  trying  to  consider.  The  whole  historical  study  is  a 
question  of  equity,  otherwise,  of  course,  it  is  ridiculous  that 
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the  more  a  company  has  lost  the  more  it  is  entitled  to  to-day. 

Q.  And  yet  that  is  exactly  what  the  commissions  and 
courts  are  doing? 

A.  Yet  they  are  not  doing  it  on  the  ground  of  values, 
but  thev  are  doing  it  on  some  theory,  which  I  think  has  some 
merit  in  it,  of  justice  and  fairness.  That  is  the  only  ground 
on  which  you  can  defend  it.  There  is  nothing  in  values  that 
leads  to  that.  It  is  absoUitely  contrary  to  any  theory  of  value^ 
that  the  more  vou  have  lost  the  more  you  are  entitled  to. 

O.  That  is  Aour  opinion ? 

A.  Yes.  I  have  also  seen  it — I  will  not  claim  originality 
for  it ;  I  have  found  that  stated  in  opinions  of  commissions, 
and,  I  think,  of  courts. 

Q.  Those  that  disapprove  of  that  method? 

A,  Possibly. 

Q.  You  do  not  find  that  stated  in  the  opinions  of  the 
courts  that  adopt  it  ? 

A.  Probably  not.  I  have  seen  it  in  the  federal  court 
decision  of  Judge  Farrington.  of  California,  the  federal  court 
decision  in  the  Spring  Valley  \\  atcr  Case. 

Q.  Did  he  allow  it? 

A.  He  did  not  allow  much  of  any  going  value  in  that 
case,  on  any  ground. 

Q.  Is  not  the  object  that  the  commissions  and  courts  and 
everybody  else  must  have,  to  put  the  man  who  has  not  re- 
ceived a  fair  return  upon  an  equality  with  the  man  who  has  ? 

A.  I  cannot  say  that  that  is  their  motive.  It  might  be 
a  motive.     I  have  never  seen  it  stated  that  way  before. 

O.  Take  your  opinion,  that  it  is  a  matter  of  equity ; 
would  not  that  be  the  controlling  motive? 

A.  It  would  influence  me  a  good  deal,  but  it  has  not  in- 
fluenced the  commissions  who  have  adopted  it,  as  I  have  not, 
fully,  because  if  it  had.  then  the  companies  that  had  made 
more  than  a  fair  return  would  have  had  the  physical  valua- 
tion reduced,  and  you  might  easily  reach  a  point  where  there 
would  be  no  physical  value  left,  if  the  monetary  earnings  had 
been  very  large  right  through.  P>ut  no  commission  has  ever 
done  that.     Therefore.  I  cannot  believe  thev  ever  intended 
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an  equality,  because  if  they  did  some  companies  would  have 
retired  all  their  capital  out  of  their  surplus  earnings. 

Q.  So  that  they  could  not  do  that,  that  is  why  the  com- 
missions are  allowing  going  value? 

A.  I  do  not  know-  that  they  ever  stated  why  they  did  not 
do  it.  I  think  they  have  stopped  short  of  the  logic  of  their 
theory,  and  I  think  if  they  carry  it  out  logically,  I  am  not 
entirely  with  them  in  it. 

O.  At  what  figure  does  money  at  8%  double  itself? 

A.  I  do  not  recall. 

O.  About  nine  years,  is  it  not? 

A.  If  you  say  nine  I  will  accept  that  as  correct. 

O.  I  do  not  know  exactly  whether  it  is  or  not.  I  think 
it  is  about  right. 

The  Ciiairm.an  (Commissioner  Pennypacker)  :  I  would 
not  assent  to  anything  I  did  not  know\ 

The  Witness  :  I  wanted  to  save  time  and  I  did  not  care 
to  discuss  that  particular  point  with  the  attorney,  if  he  says 
it  is  nine  years,  but  I  will  accept  the  suggestion  of  the  Chair- 
man and  withdraw  my  assent,  because  I  have  not  that  table 
of  S%  in  mind. 
By  Mr.  Marye: — 

O.  Assume  that  it  is  nine  years.  Assume  also  that  a 
man  invests  $100,000  in  a  telephone  company  operating  in  a 
locality,  and  that  8%  is  a  fair  return.  Assume  that  8% 
dividends  were  actually  declared  by  that  telephone  company 
and  that  that  investor  re-invested  in  the  securities  of  that 
same  telephone  company  each  one  of  his  dividends  as  he  re- 
ceived it.  What  would  be  the  amount  of  his  investment  at 
the  end  of  nine  years? 

A.  On  your  assumption,  it  w'ould  be  doubled.  He  would 
have  two  hundred  where  he  had  one  hundred  to  start  with. 

O.  And  if  you  were  going  to  base  any  calculations  upon 
the  value  of  his  investment,  you  would  base  it  on  $200,000? 

A.  On  your  assumptions,  yes. 

O.  That  is  the  man  who  has  received  a  fair  return.  Xow 
take  the  case  of  another  man  who  invests  $100,000  in  another 
locality   in   another   telephone  company,   and,   the  conditions 
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of  operation  being  the  same,  the  fair  return  was  8%  ;  this 
second  company,  however,  only  succeeded  in  earning  its 
operating  expenses  and  upkeep  on  its  plant  and  declared  no 
dividends.  What  would  be  the  value  of  the  investment  of 
that  second  man  at  the  end  of  the  ninth  years? 

A.  On  your  assumption,  probably  100%  only,  not  200. 

O.  Under  your  assumption  ? 

A.  You  assume  the  property  is  there.  It  might  then  be 
a  question  whether  he  had  any  expectation  of  future  returns. 
If  not,  it  would  not  be  worth  even  the  amount  he  started  out 
with,  of  course. 

O.  What  w^ould  be  the  amount  that  you  would  put  it  at 
if  you  were  going  to  calculate  deficits,  as  the  base  of  fixing 
his  rates? 

A.  Oh,  I  see  your  question  now.  On  your  assumptions 
it  would  be  200. 

O.  How  do  you  arrive  at  that  200? 

A.  If  I  have  not  miscalculated  or  misinterpreted  your 
question,  it  is  by  compounding  at  8%  the  deficits. 

O.  Then  you  have  to  compound  the  deficits? 

A.  Always,  on  your  assumption  that  8%  compounded  is 
a  fair  return, 

O.  Is  that  involved  in  my  question? 

A.  It  has  to  l)e.  That  is,  it  has  to  be  assumed  that  my 
investment  in  the  stock  is  accompanied  wath  the  assurance 
that  I  can  continue  to  invest,  at  8%,  all  my  dividends.  Now 
that  is  quite  a  different  proposition.  To  guarantee  a  person 
8%  in  the  first  place  is  a  big  thing,  and  then  to  guarantee 
that  I  may  add  to  my  investment  at  any  time  I  please  and 
get  8%  on  my  additions,  is  a  very  great  big  bonus  to  an 
investor. 

O.  Did  I  assume  a  guarantee  in  my  question  ? 

A.  You  assumed  that  it  was  fair  that  he  should  have  it. 

O.  Is  not  that  the  assumption  that  you  make  in  calculat- 
ing deficits? 

A,  I  assume  that,  but  I  assume  that  under  those  cir- 
cumstances 6%  vv'ould  command  capital.  6%  is  a  fair  return 
imder  any  such  guarantee,  or  any  such  assurance,  if  you  pre- 
fer the  word  assurance. 
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Q.  Then  if  that  second  company  declared  6%  he  would 
not  be  getting  a  reasonable  return,  because  you  have  assumed 
that  8%  in  each  year  was  a  fair  return? 

A.  I  took  your  assumption  of  8%.  I  did  not  say 
whether  I  would  consider  8%. 

Q.  I  intended  that  you  should  answer  only  my  question. 

A.  Assuming  8%  is  a  fair  return,  and  assuming  that  it 
is  fair  that  I  should  be  allowed  to  invest  that  2>%  return  at 
8%  every  time  I  got  a  dividend,  then  I  believe  there  logically 
follows  all  that  you  have  suggested. 

O.  And  is  not  that  your  interpretation  of  the  reason  why 
everybody,  courts  and  commissions,  that  use  this  method  do 
compound  it? 

A.  That  is  the  way  they  compound  it,  but  my  quarrel 
with  them  is  that  they  should  take  too  high  a  percentage  on 
that  scheme. 

Q.  Did  you  ever,  in  your  testimony  in  any  case  in  which 
the  rates  of  any  kind  of  a  utility  were  involved,  recommend 
the  allowance  of  anything  for  going  concern? 

A.  Not  in  so  many  words.  There  is  scarcely  a  case  I 
have  been  in — I  do  not  recall  at  the  moment  a  single  excep- 
tion to  it — where  the  profits  have  not  been  so  great  as  to 
have  paid  6%  and  even  more,  compounded  from  the  start; 
but  in  fixing  a  base  of  fair  valuation  as  of  to-day,  I  have 
taken  a  figure  higher  than  that  reached  by  that  analysis,  to 
cover,  as  you  might  call  it,  a  multitude  of  sins. 

Q.  Including  your  own? 

A.  Including  any  mistakes  or  any  omissions  of  my  own, 
of  course. 

O.  For  the  reason  that  you  were  out  of  harmony  with 
the  body  before  w-hom  you  were  testifying? 

A.  No,  where  I  had  the  responsibility  of  making  sug- 
gestions that  I  thought  would  be  accepted,  without  knowing 
the  attitude  of  those  I  was  addressing,  I  have  done  the  same 
thing. 

Q.  Always  disallowed  anything  for  going  value? 

A.  I  have  disallowed  it  in  every  case  after  showing  that 
there  was  no  deficit.  At  least,  in  most  cases  I  have  been  able 
to   pursue    that   inquiry — in    some    cases    I   have   not — but    I 
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have,  as  I  said  a  minute  ago,  and  I  tliought  that  was  part  of 
your  question,  allowed  a  margin  to  cover  any  omitted  items. 

Q.  In  what  case  did  you  do  that? 

A.  In  Chicago,  telephone;  in  St.  Paul,  gas  and  electric 
light;  in  Springfield,  Illinois,  gas,  only  last  month. 

Q.  To  cover  going  value,  in  those  cases? 

A.  Xo,  allowed  a  margin  beyond  that  which  I  figured 
out  as  a  valuation,  a  further  margin  of  fair  value. 

Q.  Above  the  reproduction  cost? 

A.  Above  the  cost. 

Q.  Above  what  cost? 

A.  The  historical  cost,  the  actual  cost.  I  thought  that  is 
what  you  were  asking,  whether  I  had  ever  allowed  a  margin 
over  and  above  the  figure  which  I  had  reached  by  my  study  of 
the  cost  and  a  study  of  the  profits,  and  I  said  yes.  Perhaps 
I  did  not  understand  your  question. 

(Former "question  repeated,  as  follows:  "You  have  al- 
ways disallowed  anything  for  going  value?") 

A.  I  have  not  found  going  value  by  computation,  but  I 
have  allowed  a  margin  which  might  cover  any  omission. 

O.  Did  you  do  that  as  going  value? 

A.  No,  no  more  than  I  did  for  the  land  increases  in 
value,  or  for  the  possible  strength  that  somebody  might  give 
to  the  reproduction  theory  as  against  the  actual  cost  theory, 
but  to  cover  all  disputed  points,  questions  of  doubt,  I  added 
something,  by  a  material  sum,  as  I  did  this  morning  between 
$38,000,000  and  $44.000,000— $6,000,000. 

O.  I  thought  that  was  to  find  a  resting  place  as  between 
your  conception  of  the  proper  base,  to  wit,  original  cost,  and 
the  courts'  tendency  to  accept  reproduction  value? 

A.  It  was  intended  to  include  all  possible  omissions. 

Q.  Have  you  ever  so  stated,  in  any  of  your  cases  in 
w:hich  you  have  testified  ? 

A.  In  my  testimony  last  month,  in  Springfield,  Illinois, 
in  the  gas  case,  I  said  to  include  all  omissions. 

O.  Is  that  an  omission? 

A.  Any  omissions ;  I  think  I  had  a  little  more  than  that 
in  it — any  omissions  or  possible  errors. 

O.  Is  the  omission  of  an  increase  for  deficits  or  going 
value  an  error  of  omission? 
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A.  I  do  not  consider  that  there  is  a  going  value  where  the 
company  has  no  equitable  claim  for  it,  where  it  has  made  a 
good  sum  of  money ;  but,  in  order  not  to  resolve  all  doubts 
against  the  company,  I  have  added  something  in  very  many 
cases,  as  1  did  to-day,  to  the  base  which  I  fixed  on  what  I 
consider  the  just  theory. 

Q.  You  always  assume  zero  for  going  value  in  your 
computations  ? 

A.  Oh,  no.  I  look  at  the  history  of  the  company  to  see 
what  its  history  has  shown,  but  almost  always  these  rate 
cases  arise  where  the  company  has  been  prosperous,  and 
where  the  question  of  going  value,  under  the  theory  of  past 
deficits,  has  very  little  weight.  Very  few  demands  arise,  or 
complaints,  about  reducing  rates  in  companies  that  are  pretty 
generally  known  not  to  be  prosperous.  So  my  work  has  hap- 
pened to  be — just  has  happened,  I  say — to  be  largely  in  pros- 
perous companies,  and  there  I  have  not  found,  as  I  recall, 
in  any  instance  that  they  have  any  equitable  claim  against 
the  community  for  a  going  value.  But  that  is  not  saying  there 
might  not  be  a  good  many  such  cases. 

O.  And  that  the  tribunal  before  whom  you  were  testi- 
fying so  found  it  in  those  cases  where  you  said  you  couid 
not? 

A.  I  know  of  but  one  case,  that  of  New  Jersey,  in  w^hich 
a  going  value  was  allowed  by  any  court  or  commission  in  any 
case  I  have  ever  been  in  in  my  life.  I  may  be  able  to  remem- 
ber some  if  you  call  my  attention  to  them  ;  but  at  the  moment 
I  am  under  the  impression,  and  in  fact  have  been  under  that 
impression  for  some  time,  that  there  was  not  one. 

Q.  That  there  was  not  one  ? 

A.  Yes,  except  the  New  Jersey  case,  the  Paterson  and 
Passaic  case. 

O.  You  assumed  that  a  fair  rate  of  return  for  these  tele- 
phone companies  in  Pennsylvania,  in  the  year  1914,  was  from 
6y2%  to  634%. 

A.  Yes. 

O.  And  for  the  year  1912  you  assumed  that  it  would  be 
at  least  equal  to  that? 

A.  Yes ;  I  took  about  that  figure. 
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Q.  And  for  the  year  1911  about  that  figure? 

A.  Yes ;  I  did  not  make  any  practical  distinction  in  those 
three  years  in  my  computations. 

O.  Why  then,  in  your  first  exhibit  that  you  put  in,  in 
your  direct  testimony,  of  your  idea  of  the  study  of  deficits  of 
this  company,  did  you  assume  6%  for  the  last  ten  years? 

A.  Because  I  consider  that  6%  is  enough  to  secure  capi- 
tal, and  only  allowed  more  because  I  considered  that  again  I 
would  not  resolve  every  doubt  against  the  company,  and  I 
was  well  aware  of  a  tendency  among  almost  all  commissions  to 
allow  something  more  than  what  seemed  to  me  necessary  to 
secure  capital.  I  considered  that  6V2  to  7  was  so  high,  or 
6^  to  6^,  was  so  high  as  to  be  beyond  any  possible  cavil.  I 
considered  that  6,  with  the  right  to  invest  all  your  dividends  at 
6,  and  get,  in  other  words,  a  6%  cumulative  compound 
return — 

O.  Which  is  a  right  that  necessarily  follows? 

A.  No. 

O.  Why  not? 

A.  When  I  invest  in  an  enterprise  I  have  no  certainty 
that  I  can  continue  to  invest  at  6%. 

O.  You  have  that  right? 

A.  Oh,  no.     They  may  not  want  any  more  capital. 

O.  You  have  a  right  to  continue  the  investment? 

A.  Not  unless  they  need  more  capital,  I  have  no  such 
right  at  all.  If  the  plant  is  stationary,  I  cannot  compel  them 
to  take  my  savings  at  6%. 

Q.  Is  this  a  stationary  plant? 

A.  This  is  not,  no. 

Q.  Would  not  a  person  receiving  a  dividend  have  the 
right  immediately  to  re-invest  it? 

A.  No,  not  necessarily.  It  depends  on  whether  the  com- 
pany wants  new  capital.  As  a  matter  of  fact,  when  you  come 
right  down  to  hard  pan,  the  company  may  not  want  new  capi- 
tal at  the  very  year  in  which  you  have  got  your  6%  dividend, 
and  you  run  more  or  less  risk  in  the  theory  that  you  will  get 
all  the  chances  at  par  to  put  in  this  6%  return. 

Mr.  Gordon  :  They  may  get  the  new  capital  by  their 
bond  issue.    Then  how  can  you  put  it  back? 
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Mr.  AIakye:     Buy  bonds. 

Mr.  Gordon  :  It  depends  on  whether  the  company  in- 
creases its  capital  stock,  before  you  can  get  a  chance,  or  have 
a  right,  to  re-invest. 

Mr.  Marve:  This  company  has  continually  increased  its 
capital. 

Mr.  Gordon  :  You  were  asking  the  question  generally, 
not  about  this  company. 

The  Witness:  I  am  not  aware  that  most  companies 
call  for  new  stock  every  year;  while  this  6%  theory  assumes 
that  every  year,  the  moment  you  get  your  dividend,  at  least 
once  a  year,  you  immediately  are  able  to  re-invest  it  at  6%. 
You  cannot  do  that  in  the  stock  of  all  companies,  or  most  com- 
panies. 
By  Mr.  Marye: — 

O.  If,  in  that  table  that  you  have  made  out,  you  had  as- 
sumed for  your  last  period  the  same  rate  that  you  have  testi- 
fied to  as  being  a  fair  rate  of  return  for  this  Commission  to 
fix,  you  would  not  have  gotten  the  answer  you  got,  would 
you? 

A.  No,  I  would  have  gotten — 6^2,  of  course,  is  higher 
than  6. 

Q.  Exactly.  You  had  to  go  below  your  own  assumed 
rate  in  order  to  get  the  answer  that  you  did  get  ? 

A.  Of  course,  the  one  thing  follows  from  the  other, 
save  that  I  considered  that  we  are  now  fixing  a  rate  without 
reference  to  the  ability  to  re-invest  it  in  the  additional  stock 
of  the  company,  and  I  am  assuming  that  the  Commission  is 
likely  to  give  them  a  little  more  than  what  I  consider  sufficient 
to  get  new  capital,  and  I  see  that,  in  my  effort  to  be  liberal, 
I  was  laying  myself  open  to  a  charge  of  inconsistency. 
O.  You  were  inconsistent? 

A.  It  is  possible,  although  I  considered,  and  still  do.  that 
there  is  a  marked  difference  between  a  return  that  is  accom- 
panied with  the  guarantee,  as  this  Wisconsin  theory  intimates 
and  implies,  that  you  can  immediately  re-invest  it  at  the 
same  rate,  and  a  return  that  a  commission  allows  where  that 
is  not  true. 
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By  the  Chairman   (Commissioner  Pennypacker)  : — 

O.  I  did  not  quite  catch  that  difference.  It  is  the  differ- 
ence between  what  two  things? 

A.  In  the  Wisconsin  theory,  it  is  assumed  that  you  can 
invest  your  dividends  in  further  stock  at  the  same  rate,  what- 
ever per  cent,  is  taken ;  that,  the  moment  you  get,  we  will  say, 
a  6%  dividend,  you  have  the  right  to  get  some  more  stock  at 
par  that  will  pa}^  6%,  and  the  moment  you  get  6%  on  that 
106  you  can  put  that  in  some  more  stock  at  6.  That  you  can- 
not do  in  every  company.  It  is  a  mere  chance  that  you  can 
do  it.  You  can  do  it  once  in  three  or  four  years  in  most  com- 
panies, but  you  cannot  do  it  every  year.  They  do  not  issue 
their  stock  every  year  with  their  dividends,  so  that  you  can 
put  your  money  right  back  into  the  plant  just  as  you  draw  it 
out. 

Q.  And  what  is  that  different  from  ? 

A.  In  the  case  of  fixing  a  rate,  you  are  fixing  a  fair 
return  to  the  stockholder,  and  he  takes  his  monev  and  goes 
and  does  what  he  pleases  with  it.  He  is  not  certain  he  can 
re-invest  it  in  more  stock  of  the  company  at  the  same  rate. 
He  might  have  to  invest  it  in  some  bonds  at  4%  or  5%,  or  he 
might  have  to  invest  in  some  other  business,  where  there  is 
more  risk,  while  you  are  guaranteeing  him  this  re-investment 
in  the  Wisconsin  theory. 

Q.  I  suppose  if  a  man  has  any  money,  which  is  very  un- 
likely, he  may  invest  it  anywhere,  may  he  not  ? 

A.  It  is  not  at  all  certain  that  he  can  invest  it  at  such  a 
return  without  any  more  risk  than  this,  'is  my  point. 

By  -Mr.  Marye  :— 

Q.  Should  not  the  Commission  have  that  in  mind  in  fix- 
ing the  rate  of  a  company  which  is  growing  and  has  to  ex- 
tend itself  to  meet  the  public  needs,  and  fix  it  at  such  a  figure 
as  will  encourage  the  re-investment,  in  order  to  get  those  very 
extensions  ? 

A.  It  certainly  should  have  in  mind  an  incentive  to  secure 
new  capital  as  it  is  required  for  extensions,  certainly. 
(Commissioner  Wallace  now  present.) 

O.  And  to  hold  the  original  investment? 
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A.  Yes,  or  an  equivalent  amount  of  capital  at  least. 

Q.  At  pat^e  1537a  of  your  testimony  at  the  last  hearing 
in  this  case — 

Mr.  Gordon:  When  you  cross-examine  our  witness,  you 
ou»ht  to  refer  to  the  typewritten  records  of  the  Commission, 
which  counsel  on  our  side  have,  so  that  we  can  follow  it. 
These  gentlemen  on  the  other  side,  may  it  please  the  Com- 
mission, have  seen  fit,  for  their  own  convenience  (and  it  is 
perfectly  proper)  to  print  the  evidence.  They  have  seen  fit 
not  to  furnish  us  with  any  copies.  That  is  perfectly  proper; 
they  have  paid  for  it.  But  when  it  comes  to  cross-examining 
a  witness,  and  referring  to  pages,  I  submit  to  the  Commis- 
sion that  they  ought  to  refer  to  pages  that  counsel  on  the 
other  side  can  follow,  so  that  we  will  know  what  questions 
are  being  asked. 

Mr.  Swavze  :  We  are  doing  just  exactly  what  Professor 
Bemis  did  himself. 

Mr.  Gordon  :  I  did  not  do  it.  I  was  not  responsible  for 
what  he  did.  You  apparently  gave  him  something  to  work 
from  that  you  did  not  give  us,  that  is  all. 

Mr.  Marve  :  We  gave  him  something  that  he  asked  for. 

Mr.  Swayze:  He  asked  us  for  it  to  prepare  his  testi- 
mony and  we  gave  it  to  him. 

Mr.  Marve  :  Under  your  theory,  I  should  have  declined 
to  meet  that  request.  He  asked  for  the  printed  record  and  we 
gave  it  to  him. 

Mr.  Gordon  :  But  you  did  not  have  the  courtesy  to  give 
us  one,  and,  when  you  come  to  cross-examine  my  witness.  I 
submit  to  you  that  you  ought  to  cross-examine  using  the 
pages  of  the  record  which  we  have  access  to,  so  that  we  can 
follow  it. 

The  Chairman  (Commissioner  Pennypacker)  :  I  think 
it  is  only  fair  that  the  witness  should  have  the  record  referred 
to  by  page,  or  in  some  definite  way.  so  that  there  wnll  be 
no  misunderstanding  or  misapprehension  about  it. 

AIr.  ]\1arve:  The  witness  used  this  paging  and  that  is 
what  T  am  following. 

Mr.  Gordon  :  It  is  generallv  customary  for  counsel  to 
be  able  to  follow  the  examination. 
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Bv  Mr.  Marye: — 

O.  On  page  1538a — the  paragraph  commences  at  the 
bottom  of  page  1537a — down  at  the  latter  part  of  that  para- 
graph you  take  up  the  company's  exhibit,  288b. 

Mr.  Gordon:  I  object  to  this  form  of  questioning,  if  the 
Commission  please.  The  references  that  are  given  by  counsel 
for  the  telephone  company  to  the  witness  are  to  pages  of 
the  record  they  have  had  printed  for  their  own  convenience. 
They  have  not  given  us  any  copy  of  that  and  we  cannot 
follow  the  questions.  I  submit  that  the  questions  should  be 
asked  referring  to  the  testimony  on  the  files  of  the  Com- 
mission, the  typewritten  testimony,  which  I  have,  so  that  we 
can  follow  the  evidence. 

The  Chairman  (Commissioner  Pennypacker)  :  I  sup- 
pose in  printing  your  testimony  you  printed  off  a  number  of 
copies,  did  you  not? 

Mr.  Marye:  Yes,  sir. 

The  Chairman  (Commissioner  Pennypacker")  :  Have 
you  not  a  copy  that  you  could  supply  to  counsel  on  the  other 
side? 

Mr.  Marye  :  I  doubt  it,  sir. 

Mr.  French  :  We  have  asked  for  it,  sir,  and  have  been 
refused. 

(The  Chairman  directed  the  Marshal  to  produce  the  type- 
written record.) 

The  Chairman  (Commissioner  Pennypacker)  :  I  think 
it  would  be  a  convenience,  in  asking  the  questions,  to  refer  tc^ 
the  printed  testimony,  because  it  is  so  much  more  accessible 
than  the  other. 

Mr.  Gordon  :  I  know,  but  it  is  not  accessible  to  us.  That 
is  the  point  I  make,  it  is  not  accessible  to  us,  because  they  re- 
fused to  give  it  to  us. 

The  Chairman  (Commissioner  Pennypacker)  I  am  in 
hopes  that  we  w^ill  be  able  to  give  it  to  you.  As  I  understand, 
they  would  like  to  have  it  now  to  follow  the  line  of  questions. 

Mr.  Swayze  :  The  Commission  understand  that  we  have 
been  at  a  large  expense  in  printing  this  testimony.  Professor 
Bemis  asked  for  it,  and  we  were  doubtful  whether  it  was  the 
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propvy  tiling  lo  i^We  it  to  him.  lie  himself,  in  direct  examina- 
tion, led  by  his  counsel,  used  that  printed  record  without  any 
olijection  from  his  counsel. 

The  Chairman  (Commissioner  Pennypackcr)  :  li  was 
very  generous  on  the  part  of  you  gentlemen  to  send  the  testi- 
mony to  the  Commission  in  printed  form.  Of  course,  the 
official  record  is  typewritten  and  is  filed,  and  the  only  benefit 
in  referring  to  the  printed  record  is  that  it  is  so  much  more 
compact.  You  know,  Mr.  Gordon,  when  men  get  to  your  time 
of  life  and  mine,  it  is  easier  to  read  print  than  manuscript. 

]\Ir.  Gordox  :  Surely,  and  I  have  never  known  of  a  case 
where  one  side  had  the  testimony  printed  and  did  not  give 
counsel  on  the  other  side  a  copy.  I  think  it  is  a  very  tight 
proposition,  and  when  you  talk  about  referring  to  it  for  pur- 
poses of  convenience  now.  where  is  the  convenience?  I  can- 
not prepare  a  brief  and  use  anything  but  the  pages  of  the 
typewritten  record,  because  I  have  nothing  else  to  refer  to  in 
my  possession,  and  if  the  Commission  is  going  to  get  any  good 
from  my  brief  when  it  is  finally  filed,  you  would  have  to  turn 
to  the  typewritten  copy.  So  that,  when  we  come  to  talk  about 
a  matter  of  convenience,  it  is  not  convenient,  it  is  inconveni- 
ent, because  you  have  tw'o  separate  pages  of  testimony  used 
by  diflferent  people,  and  when  you  see  a  page  referred  to,  you 
do  not  know  whether  it  is  one  thing  or  the  other,  and  the  one 
page  is  a  closed  book  to  me. 

Mr.  INIarye:  Why  did  you  not  object  to  it  at  the  last 
hearing,  when  your  associate  put  your  testimony  in  in  that 
way  ? 

Mr.  Gordon  :  I  never  thought  about  it.  I  did  not  know 
what  pages  Professor  Bemis  was  using.  I  did  not  even  know 
he  had  the  printed  copy.  The  poiiit  I  make  is,  if  you  printed 
it  for  your  own  convenience,  use  it  just  for  your  own  con- 
venience, but  do  not  get  the  pages  on  the  record  here  when  it 
inconveniences  me. 

Mr.  IMarye  :  We  have  not  done  so.  It  was  your  own 
witness.     We  did  not  do  it  with  our  own  witnesses. 

Mr.  Gordon  :    You  are  doing  it  with  this  witness. 

The  Chairman  (Commissioner  Pennypacker)  :  It  seems 
something  of  not  very  much  conseonence.  Are  von  both  will- 
ing to  use  the  offi'cial  record? 
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-\Ir.  Swavze  :  Yes,  if  they  will  straighten  out  Professor 
Bemis's  testimony  on  the  official  record. 

The  Chairman  (Commissioner  Pennypacker)  :  We  will 
remove  all  this  difficulty.  Instead  of  using  the  printed  copy, 
we  will  bring  down  the  typewritten  testimony. 

Mr.  Marye  :  The  direct  examination  will  be  utterly  un- 
intelligible, as  it  refers  to  the  pages  of  the  printed  record. 

The  Chairman  (Commissioner  Pennypacker)  :  It  oc- 
curred to  me  that  the  printed  testimony  would  be  easier  to 
handle  and  more  convenient  all  around,  but  you  do  not  want 
it  that  way  so  we  will  do  it  the  other  way.  About  the  printing 
of  the  testimony:  you  people  (to  Mr.  Gordon)  did  not  print 
it  at  all,  you  know,  and,  therefore,  you  did  not  give  any  to 
the  other  side.  They  printed  it  and  they  sent  copies  to  us, 
and  it  would  have  been  further  generosity  if  they  had  sent  it 
to  you.     That  is  undoubtedly  true. 

Mr.  Gordon  :  Just  as  Mr.  Marye  says,  the  testimony 
of  this  witness,  because  he  was  furnished  this  unofficial 
printed  copy,  is  unintelligible  when  you  apply  it  to  the  official 
copy. 

The  Chairman  (Commissioner  Pennypacker)  :  Of 
course,  there  ought  to  be  no  question  about  which  copy  he  is 
referring  to. 

Mr.  Marye:  Certainly,  and  we  thought  we  were  ac- 
commodating them  more  by  giving  the  entire  record  to  their 
witness.  Professor  Bemis,  rather  than  to  their  lawyers,  who 
did  not  ask  for  it.  I  will  so  conduct  my  cross-examination 
that  I  will  not  have  to  refer  to  any  pages. 

(A  copy  of  the  printed  record  was  handed  to  Mr.  Gordon 
by  an  officer  of  the  Commission.) 

The  Ch/VIrman  (Commissioner  Pennypacker)  :  Would 
you  prefer  to  use  the  printed  copy  or  the  typewritten  copy? 

Mr.  Gordon:  I  prefer  to  use  the  printed  copy,  if  it 
is  understood  that  this  is  our  copy,  so  that  we  can  have  one. 
If  it  has  just  got  to  go  back  to  the  Commission  after  this 
again — 

Mr.  Marye:  We  will  supply  you  with  a  printed  copy, 
before  vou  have  to  make  a  brief,  or  anything  like  that.  We 
simplv  have  been  running  out  of  the  co])ies  that  we  printed. 
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Mr.   Svvavze:     W'c   appreciated   that,  when   we  printed 
this,  it   was  only  a  temporary  matter,  anrl  it  was  a  limited 
edition. 
By  Mr.  Mar  ye: — 

Q.  In  your  prior  testimony  you  referred  to  an  exhibit, 
4G,  p.  288b.    What  does  that  exhibit  purport  to  give? 

A.  Your  Exhibit  4G,  page  288b,  purports  to  give  "The 
Bell  Telephone  Company  of  Pennsylvania  and  Associated  Com- 
panies, Average  Capital  Stock  Outstanding  and  Dividends 
Paid  Since  Organization  of  Company,  Attributable  to  Tele- 
phone Operations  in  the  State  of  Pennsylvania." 

Q.  And  the  right  hand  column  is  dividends  actually  paid? 

A.  Yes. 

Q.  What  does  the  figure  7.47%,  at  the  foot  of  that 
column,  purport  to  be? 

A.  It  purports  to  be  the  weighted  average  of  dividends 
paid,  or  the  result  of  dividing  $30,947,994.38,  the  total  divi- 
dends paid  since  1879,  by  the  sum  of  the  yearly  average  capital 
stock  outstanding,  $414,328,559. 

O.  In  commenting  on  that  exhibit,  you  stated  that  that 
was  not  a  correct  average,  that  the  proper  w-ay  to  ascertain 
the  average  of  those  dividends  was  to  add  up  the  dividends  in 
each  year  and  divide  them  by  the  number  of  years. 
■  A.  Where  do  you  find  that  statement? 

Q.  Did  you  not  so  state  in  your  last  testimony? 

A.  What  I  stated  I  will  read :  "They  have  done  it  on  the 
w^eighted  average  basis.  I  will  give  it  on  the  simple  average, 
which  in  a  way  is  fairer  in  this  case." 

Q.  Is  that  the  simple  average  that  you  found? 

A.  Found  where? 

Q.  By  the  method  that  you  used,  of  adding  up  those 
percentages  and  dividing  them  by  the  number  of  years. 

A.  Yes;  the  average  for  the  first  five  years,  simple  aver- 
age, is  14.77%,  and  the  weighted  average   15.45%. 

O.  Is  that  14.77  your  average? 

A.  The  simple  average  is  14.77,  and  the  weighted  aver- 
age 15.45. 

O.  Is  not  that  an  average  of  averages? 

A.  The  14.77  is  an  average  of  averages. 
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Q.  Is  that  a  correct  way  of  ascertaining  an  average? 

A.  For  some  purposes,  it  is,  and  for  others  the  weighted 
average  is  better. 

Q.  For  any  purpose  is  it  accurate  to  take  an  average  of 
averages  ? 

A.  If  you  clearly  state  both  methods,  I  think  it  is  fair 
to  use  either  one,  if  you  state  which  you  are  using. 

O.  Could  you  ever  get  a  correct  result  by  taking  that 
method,  of  an  average  of  averages,  as  a  mathematical  prop- 
osition? 

A.  You  can,  because  it  is  correct  to  state  that  for  five 
years  the  average  of  the  dividends  is  so  much  on  the  simple 
basis  and  on  the  other  it  is  so  much.     I  gave  both. 

O.  Which  did  you  take? 

A.  You  will  find  both  in  my  testimony,  I  think. 

O.  Which  did  you  use? 

A.  In  this  testimony  I  used  the  simple ;  but  I  am  not 
sure  which  I  used — I  had  them  both  before  me,  and  I  would 
like  to  turn  to  my  exhibits  to  see  which  I  put  in  this  morning. 

O.  I  was  speaking  about  your  testimony  at  the  last 
hearing. 

A.  This  morning  I  put  in  the  weighted  average,  in  Ex- 
hibit 9,  and  in  my  testimony  I  put  in  the  simple,  so  they  are 
both  in. 

Q.  You  mean  to-day.  I  am  talking  about  what  you  did 
at  the  last  hearing.  Did  you  get  at  the  mathematical  result 
by  taking  the  average  of  averages? 

A.  Yes.  It  was  correct  mathematically.  I  stated  that  it 
was  a  simple  average  and  I  gave  the  figures,  but,  in  order  to 
make  sure  that  there  was  no  misconception,  I  put  in  the 
weighted  average  this  morning. 

Q.  In  all  your  exhibits  of  this  morning,  including  your 
exhibit  of  depreciation? 

A.  In  my  exhibit  on  dividends  and  profits  this  morning, 
which  is  what  you  are  referring  to,  and  which  is  all  found  in 
Exhibit  9,  I  have  the  weighted  average  for  the  two  5-year 
periods. 

O.  Why  did  you  do  that?  Why  did  you  not  use  the 
method  vou  used  last  time? 
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A.  I  thought  that,  having  presented  one  way,  it  was  fair 
to  present  them  lioth. 

Q.  The  mathematics  is  either  correct  or  incorrect? 

A.  There  is  nothing  incorrect  about  either.  Both  are 
commonly  used.  In  fact,  the  more  popular  use  is  the  simple, 
and  when  you  say  "weighted  average."  most  people  do  not 
know  what  you  mean.     I  like,  however,  to  use  both. 

Q.  Would  you  ever  get  a  correct  result,  as  a  mathe- 
matical  proposition,   by   using  an   average   of   averages? 

A.  Yes. 

Q.  Would  3^ou?  Let  us  take  this  very  dividend  now,  on 
4G.  If  we  applied  your  simple  average  to  the  capital  out- 
standing in  each  year  and  added  up  all  the  results,  would  you 
get  the  total  dividend  actually  paid? 

A.  No,  but  you  would  get  what  you  meant  thereby  to 
get,  the  average  of  rates.  If  you  want  to  find  out,  in  the 
first  five  years,  what  the  average  rate  of  dividend  was,  you 
can  get  that  by  adding  up  and  dividing  by  the  number  of 
years,  or  you  can  add  up  the  dollars  and  divide  by  the  sum 
total  of  the  average  investment. 

O.  But  if  a  method  is  correct  mathematically,  it  has  to 
be  proven  out.     Xow  I  ask  you — 

A.  Both  are  absolutely  correct,  if  you  state  what  they 
are.  One  is  an  average  of  rates  and  the  other  is  a  weighted 
average. 

O.  But  were  you  not  speaking  of  average  dividends  in 
this  exhibit? 

A.  In  my  testimony  I  made  it  clear  what  I  was  talking 
about. 

0.  \Miy  did  you  use  a  different  method  to-day.  then,  if 
you  were  correct? 

A.  Because,  having  used  one  at  one  time,  in  getting  up 
another  exhibit,  summarizing  it,  I  put  in  the  other.  I  do  not 
know  that  there  was  any  reason,  except  that  I  wanted  both 
before  the  Commission. 

O.  Which  did  you  use  in  estimating  the  depreciation  for 
past  years? 

A.  The  weighted  average. 

O.  Exactly,    ^^'hy:^ 
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A.  Because,  in  a  question  of  maintenance,  where  you 
are  running  over  a  long  period  of  years,  and  the  same  would 
be  true  in  dividends  if  you  are  running  over  a  long  period 
of  years,  I  think  it  is  a  better  method.  But  it  was  only  in  a 
short  period  of  five  years  that  I  set  them  both  up. 

O.  Did  you  not  set  it  up  for  the  longer  period  and  ob- 
tain the  result  for  the  7.47%  here? 

A.  Possibly  I  did  that. 

Q.  Possibly,  but  was  not  that  the  purpose*  of  your  tes- 
timony at  the  last  hearing? 

A.  I  do  not  think  you  can  make  anything  unfair  about 
it  w^hen  I  put  both  methods  in. 

O.  Do  not  attribute  motives  to  me :  I  am  not  doing  that 
to  you.  I  am  asking  you,  as  a  mathematician,  if  you  were 
giving  this  Commission  the  correct  answer  by  the  method  that 
you  used. 

CoMMissioxER  Johnson:  \\"hat  is  it  that  is  attempted  to 
be  shown  ?  W^hat  the  average  dividends  have  been  over  a 
period  of  years? 

Mr.  Marve  :     Yes,  and  he  took  an  average  of  averages. 

Commissioner  Johnson:  The  averages  were  for  5-year 
periods,  Avere  they? 

]Mr.  ]\Iarve:     No,  sir.     We  give  the  totals  for  30  years. 

Commissioner  Johnson  :  You  say  it  was  an  average  of 
averages.    What  were  the  averages ;  for  periods  of  five  years  ? 

}klR.  ^Iarve  :  Yes,  sir,  and  periods  of  a  year.  He  took 
the  percentages,  the  rates  of  dividend,  each  year  and  put  them 
in  a  column  and  added  them  up  and  he  got  seA'eral  hundreds 
of  a  percentage.  Then  he  divided  that  by  the  number  of 
years,  instead  of  adding  up  the  amount  in  dollars  of  dividends 
actually  paid  and  dividing  that  by  the  accumulation  of  his 
basis,  his  capital,  and  there  is  a  difference  in  the  result 
between  10%  and  7%.  That  was  the  purpose  of  his  exhibit, 
to  show  how  dividends  had  equaled  more  than  10%  each  year. 

A'Ir.  Gordon  :     They  are  both  mathematically  correct. 

Mr.  Marve  :  Then  we  did  actually  receive  in  dollars,  in 
dividends,  ten  and  some  per  cent.,  did  A\e,  ^Ir.  Gordon?  Is 
that  the  contention? 

j\Ir.  Gordon  :  You  declared  that  every  year  on  your 
then  outstanding  capital  stock. 
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Mn.  AlAinE:  10%;  did  we?  If  we  did,  you  can  prove 
it  as  a  mathematical  proposition. 

Tin-:  Chairman  (Commissioner  Pennypacker)  :  The 
time  for  argument  will  come  later.  What  is  your  question 
now? 

(Question  read  as  follows :  "I  am  asking  you  as  a  mathe- 
matician if  you  were  giving  this  Commission  the  correct  an- 
swer by  the  method  that  you  used.") 

Mr.    Gordon:    I  object  to  this  as  not  cross-examination. 

The  Chairman  (Commissioner  Pennypacker )  :  He  may 
answer  the  question. 

A.  1  say  yes,  for  the  purpose  of  showing  deficits  in  the 
manner  that  I  was  using  it.  You  see  the  situation,  ]Mr.  Com- 
missioner, is  this :  in  the  earlier  years,  when  they  had  small 
capital,  their  dividend  rates  were  high.  In  the  later  years. 
when  the  capital  was  larger,  the  dividend  rates  were  lower. 
Now  from  the  standpoint  of  whether  they  had  early  deficits. 
I  have  considered  the  rate  of  dividend  per  year  in  the  first 
ten  or  fifteen  years  more  important  than  the  weighted  aver- 
age, in  which  the  very  large  capital  and  lower  profits  of  the 
last  few^  years  weigh  dow'n  the  rate  of  the  earlier  years.  The 
simple  average  brought  out  the  higher  rates  of  the  first  few 
years  better  than  the  weighted  average,  w^here  you  weigh  it 
down  with  the  lower  dividends  on  the  large  capital  of  the 
last  few  years.  There  was  no  unfairness,  as  long  as  I  stated 
how  I  did  it. 
By  Mr.  Marve  :— 

O.  If  you  were  only  looking  for  the  deficits  in  the  early 
years,  why  did  you  not  confine  yourself  to  the  early  years, 
and  whv  did  you  take  into  consideration  the  dividend  in  1912 
at  all  ?  ' 

Mr.  Gordon:  I  object  to  that  as  not  cross-examination. 
I  submit  to  the  Commission  we  are  going  to  great  lengths 
here  in  things  that  are  merely  argumentative  with  the  witness 
over  purely  mathematical  questions. 

jNIr.  Marye:  Do  you  appreciate  the  fact  that  the  direct 
testimony  of  this  witness  w-as  very  largely  argument? 

Mr.  Gordon  :  I  read  it  coming  dow-n  in  the  train  from 
Pittsburgh  this  morning  and  I  found  it  Ver\^  diflficult  to  sepa- 
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rate  it  in  any  logical  way,  because  he  was  cross-examined  as 
he  went  along\  The  continuity  of  it  was  to  some  extent 
broken  up,  and  I  was  impressed  by  the  fact,  as  I  spent  all  the 
morning  readmg"  the  evidence,  that  he  had  been  cross-ex- 
amined on  every  point.  I  thought  when  i  went  home  I  would 
have  some  clerk  in  my  office  count  the  questions  that  were 
asked  by  Mr.  French  and  the  ones  that  were  asked  by  counsel 
on  the  other  side.  I  think  there  were  fully  four  times  as  many 
questions  asked  by  counsel  on  the  other  side  in  his  examina- 
tion in  chief.  He  was  thoroughly  cross-examined  on  every 
question  when  he  answered  it.  Now  we  are  being  kept  here 
two  or  three  days  additional,  perhaps,  in  the  cross-examina- 
tion of  this  witness  on  things  that  are  purely  a  repetition 
and  simply  an  argument  with  the  witness  about  things  that 
are  simply  matters  of  argument  and  can  be  treated  in  the 
briefs. 

The  Chairman  (Commissioner  Pennypacker)  :  Mr. 
Marye,  endeavor  to  avoid  repetition,  but  you  may  go  on  with 
your  cross-examination. 

Mr.  Marye  :     I  had  not  cross-examined  on  this  point  at 
all. 
By  Mr.  Marye:— 

O.  You  discard  it  absolutely  in  the  exhibit  you  put  in  to- 
day on  dividends? 

A.  In  the  exhibit  put  in  to-day  I  used  only  the  weighted 
average. 

O.  Who  prepared  that  exhibit  you  put  in  to-day? 

A.  I  did. 

Q.  Yourself? 

A.  Absolutely  alone. 

Q.  You  made  all  the  calculations? 

A.  Yes,  sir.  I  am  afraid  I  made  some  errors.  I  did  not 
have  anybody  to  help  me  check  and  I  did  it  in  a  hurry,  but  I 
do  not  know  of  any. 

O.  As  I  understood  your  direct  testimony  on  the  item 
of  4^%,  you  attempted  to  give  your  estimate  of  the  value 
received  by  these  operating  companies  in  Pennsylvania  from 
the  American  Telephone  &  Telegraph  Company? 

A.  That  and  the  cost  to  the  A.  T.  &  T.  for  giving  it. 
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Q.  And  in  that  you  flividecl  it  as  Ijctvveen  a  fair  rental, 
in  yonr  opinion,  for  the  instruments  furnished,  and  the  various 
other  services  which  you  say  are  rendered  to  the  operating 
com|)anies  by  the  American  Telephone  &  Telec^raph  Company? 

A.  Yes. 

O.  What  other  services  does  the  American  Telephone  & 
Telegraph  Company  render  to  the  operating  companies  here 
in  Pennsylvania? 

A.  Engineering  and  accounting  advice;  legal  aid,  possi- 
bly. I  will  not  undertake,  however,  to  say  to  what  extent 
the  legal  aid  is  entirely  charged  to  the  A.  T.  &  T.  and  how 
much  to  the  Bell,  as  I  have  not  examined  the  accounts. 

Q.  What  else? 

A.  There  may  be  assistance  in  financing,  possibly. 

O.  Do  you  know  whether  or  not  there  is? 

A.  There  usually  is  in  the  case  of  affiliated  cojnpanies. 

Q.  What  else? 

A.  I  think  you  are  referring  to  services  now  ;  of  course, 
there  is  the  use  of  a  few  patents.  Most  of  the  patents  are 
sold  to  anybody  by  the  Western  Electric  Company.  The 
Pupin  coil,  I  understand,  is  not  sold  to  any  except  to  those 
companies. 

O.  Then  there  were  patents.     What  else? 

A.  At  the  moment  I  do  not  think  of  any  other  services. 

Q.  Advice,  executive  advice? 

A.  There  might  be  executive  advice. 

O.  Anything  else? 

A.  No,  I  do  not  think  of  anything.  Of  course,  you  can 
class  almost  everything  under  those  three,  engineering,  ac- 
counting and  executive,  I  should  suppose. 

O.  Does  not  the  American  Telephone  &  Telegraph  Com- 
pany act  as  a  clearing  house  of  information  for  the  operating 
companies? 

A.  I  had  assumed  that  to  be  true,  yes.  but  I  had  in- 
cluded that  under  accounting.  It  could  be  called  a  separate 
statistical  department,  a  general  clearing  house  of  information. 

O.  What  do  you  include  under  engineering? 

A.  Advice  with  regard  to  devices,  new  patents,  new 
methods  of  meeting  engineering  difficulties. 
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O.  How  about  handling-  traffic  ? 

A.  Yes.  Any  information  open  to  either  company  is  at 
the  service  of  the  other  in  all  these  cases,  so  that  the  parent 
company  gets  help  from  the  local  company  and  the  local  com- 
pany gets  help  from  the  parent  company. 

O.  Take  the  element  of  traffic,  for  example,  just  one 
moment.  Do  you  know  whether  or  not  the  assistance  these 
operating  companies  get  oh  the  side  of  traffic  is  an  element 
of  value  to  therfi? 

A.  They  give  and  take,  both  ways ;  each  help^  the  other. 

O.  So  they  do  in  everything? 

A.  Yes.  I  consider  that,  in  a  considerable  measure,  the 
parent  companv  is  getting  help  from  each  local  company,  and. 
in  turn,  passings  it  on  to  others.  Some  things  it  may  think 
out  for  itself  and  pass  on.  It  is  more  or  less  of  a  clearing 
house  between  all  companies. 

O.  Why,  then,  do  you  put  zero  opposite  traffic  in  your 
exhibit  you  put  in  to-day? 

A.  Because  I  interpreted  that  word  to  refer  to  the  han- 
dling of  the  long  distance  traffic  and  toll  traffic,  Avhich  was  a 
special  item  in  the  annual  report,  as  given  to  the  Massachu- 
setts Highways  Commission. 

Q.  Does  not  the  traffic  department  of  the  American  Tele- 
phone &  Telegraph  Company  engage  in  supplying  traffic  studies 
to  each  of  the  operating  companies? 

A.  Yes,  but  I  thought  this  word  traffic  here  referred  to 
the  long  distance  business,  in  which  they  have  an  investment 
— exchange  and  toll  plant. 

O.  But  they  have  not  two  traffic  departments,  have  they? 

A.  Traffic  here  I  see  T  have  interpreted  to  mean  the 
management  of  the  exchange  and  toll  plant. 

O.  You  did  not  interpret  that  to  mean  the  expenses  of 
the  traffic  department  of  the  American  Telephone  &  Telegraph 
Company  ? 

A.  Not  so  far  as  relates  to  the  payments  here  for  rights, 
no.  I  thought  that  related  to  the  traffic  department  of  ex- 
change and  toll  plant. 

O.  But  was  not  the  report  you  were  reading  from,  to  the 
Massachusetts    Highways    Commission,   giving   the   expenses 
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of  the  American  Telephone  &  Telegraph  Company  for  that 
year? 

A.  Yes. 

Q.  And  was  not  that — the  expenses  of  the  traffic  depart- 
ment— used  as  a  basis  in  your  statement? 

A.  The  amount  of  $1,353,315.59  is  not,  in  the  case  of 
the  report  to  the  Massachusetts  Highways  Commission,  ex- 
plained. The  word  "trafific"  is  used,  and  it  was  my  belief  that 
that  related  to  the  expense  in  handling  the  exchange  and  toll 
plant. 

O.  Where  then  in  the  report  were  the  expenses  of  that 
year  of  the  traffic  department  of  the  American  Telephone  & 
Telegraph  Company? 

A.  I  supposed  it  was  included  under  "general." 

O.  You  do  not  know  that  to  be  a  fact? 

A.  No,  I  have  not  had  the  opportunity  to  examine  the 
accounts. 

O.  That  would  be  a  very  strange  method,  would  it  not, 
to  group  their  expenses  under  general,  commercial,  traffic  and 
plant,  and  then  include  some  of  each  under  each? 

A.  I  suppose  it  is,  possibly.  On  the  other  hand,  it  is  more 
than  likely  that  more  of  the  "general"  than  I  had  assumed 
covered  the  exchange  and  toll  plant. 

O.  They  were  including  the  total  of  their  operations, 
were  they  not?    Thev  did  not  divide  it  as  between  anything? 

A.  No. 

O.  Then  you  think  there  is  an  element  of  value  in  the 
assistance  that  the  traffic  department  of  the  American  Tele- 
phone &  Telegraph  Company  renders  to  the  various  operating 
companies  ? 

A.  Why,  yes,  I  think  there  is  benefit  all  around,  both 
from  each  local  company  and  to  each  local  company. 

O.  Then  something  in  dollars  and  cents  ought  to  be  al- 
lowed for  that  item? 

A.  Yes. 

O.  And  that  is  true  of  the  other  item  against  which  you 
put  the  numeral  zero  ? 

A.  The  small  item  of  pole  rights  I  do  not  think  has  any 
relation.      I   will   turn   to   the    Highways   Report,   where   the 
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word  occurs :  "Rights,  privileges  and  use  of  property,  con- 
duit, pole  and  other  space  and  plant,  $227,233.05.''  I  do  not 
see  how  that  would  have  any  relation  to  these  rights.  I 
thought  that  would  naturally  come  as  the  use  of  the  long  dis- 
stance,  exchange  and  toll  lines. 

Q.  Did  you  study  the  system  of  accounting  of  the  Ameri- 
can Telephone  &  Telegraph  Company,  in  drawing  your  con- 
clusions and  assuming  a  value  that  you  could  actually  put 
down,  to  the  operating  companies,  in  the  preparation  of  your 
exhibit  ? 

A.  No,  I  did  not  have  that  before  me  when  I  made 
this  out.     I  did  a  day  or  two  ago. 

O.  Let  us  transpose  those  items  that  you  have  enumer- 
ated a  little,  and  try  to  carry  ourselves  back.  Take  the  item 
patents.  What  do  you  understand  the  American  Telephone 
&  Telegraph  Company,  in  its  past  history,  to  have  done  in  the 
matter  of  patents? 

A.  I  understand  that  the  patents  have  mostly  run  out,  or 
are  now  embodied  in  the  value  of  the  articles  sold  by  the 
Western  Electric  Company. 

Q.  That  is  at  present.  I  am  speaking  of  the  early  years. 
\Miat  was  the  undertaking  that  the  American  Telephone  & 
Telegraph  Company  carried  in  the  early  years  of  telephony,  in 
the  early  80's? 

Mr.  Gordon:  I  object  to  that  as  not  cross-examination 
and  not  material.  I  do  not  see  how  we  are  concerned  with 
the  patent  history  of  many  years  ago. 

Mr.  Marye  :  Professor  Bemis,  in  one  of  his  exhibits  to- 
day, found  in  the  terms  of  a  percentage  what  his  estimate 
of  the  value  of  these  services  was,  and  that  he  applied  through- 
out the  entire  history,  in  order  to  estimate  the  net  earnings  of 
this  company.     He  carried  it  back  to  1880. 

The  Witness  :     I  am  not  certain  that  I  did  that. 
By  Mr.  Marye  :— 

O.  What  did  you  do? 

A.  I  used  it  in  the  last  three  years,  1911,  1912  and  1913. 
this  excess  payment  for  rights  and  royalties  of  4^4%,  which 
T  have  reduced  to  2^.  If  I  did  apply  it  to  earlier  years, 
T  certainlv  do  not  think  T  intended  to. 
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O.  \  ou  were  acquainted  willi  llie  early  history  and  ycju 
testified  on  tlie  subject  of  this  payment. 

.Mk.  Gordon:  Where  is  the  cxhiljit  in  which  he  applied 
it  to  the  prior  years?  Because  if  he  did  not,  I  want  to  in- 
sist on  the  objection  as  not  cross-examination. 

Mr.  Marye:  Mr.  French  examined  him  on  that  last 
time,  in  his  direct  examination,  as  to  that  specific  question, 
that,  if  he  had  applied  those  reductions,  would  not  the  net 
profits  of  the  company  have  been  higher. 

Mr.  Gordon  :    Those  do  not  relate  just  to  this. 

j\1r.  Marve:  He  only  suggested  two  reductions,  one  for 
depreciation  and  one  for  the  4^%,  and  I\Ir.  French  asked 
him,  if  he  applied  that  in  past  years,  would  not  the  net  earn- 
ings of  the  companies  have  been  shown  to  be  higher  than  we 
have  shown  them  in  these  exhibits. 

Mr,  Gordon  :    That  is  perfectly  manifest. 

Mr.  Marye:  That  implied  an  acquaintance  of  Profes- 
sor Bemis  with  those  earlier  years,  and  he  said  he  had  made 
a  study  of  them.  He  said  he  had  made  that  study  in  Chicago, 
and  he  said  that,  up  to  a  certain  time,  he  examined  all  of  the 
annual  reports  of  the  American  Telephone  &  Telegraph  Com- 
pany from  the  beginning  of  time,  including  the  report  of  The 
Bell  Telephone  Company  of  Pennsylvania  and  he  talked  about 
it  afterward. 

!Mr.  Gordon  :  You  are  talking  about  this  exhibit,  and 
it  is  immaterial  to  this  case  what  the  patent  situation  was 
25  or  30  years  ago.  It  seems  to  me  we  have  quite  enough  to 
discuss  to  keep  down  to  the  present  time,  within  some  reason- 
able limits,  a  few  years.  It  is  only  a  question  for  the  Com- 
mission, but  it  seems  to  me  there  ought  to  be  some  eftort 
made  to  keep  the  testimony  down  to  the  question  we  are  try- 
mg. 

Mr.  Marye:  If  the  Commission  please,  we  attorneys 
for  this  company  have  a  very  serious  obligation.  \\  e  are 
before  this  Commission  to  protect  the  millions  of  capital,  and 
the  income  thereon,  of  other  people's  money.  We  started  in 
this  inquiry  and,  without  any  question,  assumed  the  burden  of 
showing  to  this  Commission  exactly  what  the  telephone  prob- 
lem  in    Pennsvlvania    was   to-dav,   and    from   the   beginning 
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thereof.  In  order  to  do  that,  and  to  ]uit  in  everything,-,  that 
we  could  think  of,  that  would  be  helpful  to  this  Commission, 
we  have  built  up  a  very  large  record.  Now  of  necessity  in 
that  we  had  to  cut  out  some  of  the  details,  knowing  full  well 
that  w'e  would  have  the  obligation,  if  any  of  those  matters  of 
detail  were  called  in  question,  that  we  should  be  prepared, 
and  were  prepared,  to  explain  them  fully  to  this  Commission. 
Now  two  or  three  of  the  items  were  items  of  expense.  We 
were  verv  hurried  the  day  that  Mr.  Trax  was  on  the  stand, 
late  one  afternoon,  in  putting  in  the  balance  sheets,  the  reve- 
nues and  expenses.  Now  this  is  an  item  of  expense,  and  we  did 
not  explain  any  of  the  items  of  expense  to  the  Commission. 
On  cross-examination,  however,  Mr.  French,  when  Mr.  Bethell 
was  on  the  stand,  brought  out  this  question.  We  then  felt 
it  incumbent  upon  us  to  go  into  it.  Now  again  they  bring  their 
expert.  Professor  Bemis,  and  qualify  him  as  of  national  re- 
pute, and  he  picks  out  this  item ;  and,  in  order  that  the  Com- 
mission may  understand  the  undertaking  that  the  American 
Telephone  &  Telegraph  Company  has  carried,  and  still  car- 
ries, for  this  Ayifc,  we  feel  that  we  are  compelled  to  go  very 
fully  with  this  witness,  and  probably  with  some  others,  into 
the  early  history  and  how  the  payment  grew  up  and  what  has 
been  done  thereunder,  to  let  the  Commission  draw  the  con- 
clusion whether,  without  that  or  something  equivalent  to  it, 
there  ever  could  have  been  in  this  world  such  a  thing  as  a 
telephone  system. 

The  Chairman  (Commissioner  Pennypacker)  :  I  think 
it  is  too  late  now  to  attempt  to  limit  the  inquiry  to  the  last 
few  years.  We  have  been  taking  the  testimony  covering  the 
whole  of  the  period,  and  I  do  not  think  now  we  can  undertake 
to  say  that  the  inquiry  must  be  kept  within  a  comparatively 
recent  period.  In  addition  to  that,  as  I  understand  the  wit- 
ness who  is  now  on  the  stand,  he  has  undertaken  to  consider 
both  of  the  problems,  pne  of  reproduction  and  one  of  cost,  and 
it  looks  to  me  as  though  the  earlier  time  must  be  involved  in 
it :  so  that  I  think  you  may  go  on.  I  should  like  to  know 
whether  you  expect  to  finish  with  this  witness  to-day.  how- 
ever. 

Mr.  Marve:     I  could  not  say  that,  Mr.  Commissioner. 
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That,  of  course,  would  depend  upon  the  answers  that  we  get  to 
some  of  our  questions ;  the  character  and  nature  of  the 
answers. 

The  Chairman  (Commissioner  Pennypackerj  :  At  all 
events,  get  along  as  promptly  as  you  can,  covering  the  in- 
terests of  \()ur  case,  and  let  us  avoid  discussion  with  the  wit- 
ness; and,  if  the  witness  will  endeavor  just  to  listen  to  the 
questions  and  answer  the  questions,  without  too  lengthy  ex- 
planations, at  least  we  will  get  along  more  rapidly. 
By  Mr.  Marve  :— 

O.  Do  you  know  what  the  American  Telephone  &  Tele- 
graph Company,  and  its  predecessor,  tlie  American  Bell  Com- 
pany, did  actually  do  in  this  matter  of  patents? 

A.  I  do  not  know  much  about  it  in  the  earlier  years.  I 
know  something  about  it  in  the  later  years. 

O.  Do  you  know  that  they  gathered  together  in  their 
hands  all  the  telephone  patents  of  the  world? 

A.  I  believe  they  did,  or  tried  to. 

O.  And  put  those  at  the  disposal  of  the  operating  com- 
panies ? 

A.  They  tried  to  do  that.  There  were  some  patents,  like 
the  Automatic,  that  they  did  not  get,  I  think,  but  they  got  a 
good  many  and  put  them  together. 

O.  The  Automatic  was  more  recent? 

A.  Yes. 

O.  I  am  talking  of  the  earlier  years.  Now  suppose  that 
those  six  hundred  and  odd  patents,  just  on  the  telephone  in- 
strument itself  and  on  the  apparatus,  had  been  in  the  hands 
of  various  individuals,  scattered  all  over  this  country  and 
the  world.  Would  it  have  been  possible  to  have  operated  a 
telephone  company? 

A.  I  could  not  say  no  to  that.  There  would  have  been 
some  method  of  getting  together,  I  doubt  not. 

O.  Jn  this  same  connection,  the  Ik^l,!  Telephone  Company 
also  got  control  of  the  patents  on  apparatus  necessary  to,  or 
that  might  be  useful  in,  the  operation  of  telephone  plants? 

A.  It  did. 

O.  And  it  also  undertook,  without  expense  to  the  oper- 
ating companies,  to  defend  those  patents  in  lawsuits? 


Edivard  IV.  Bcmis.  1695a 

A.  Yes. 

Q.  So  that  there  was  no  burden  on  the  companies  using 
telephones,  or  the  associated  apparatus,  in  that  connection, 
as  to  whether  they  were  infringing  anybody's  patent,  or 
whether  anybody  might  possibly  infringe  theirs? 

A.  That  is  my  understanding  of  the  early  history. 

O.  And  if  it  was,  it  was  of  great  value? 

A.  It  tended  to  cement  tlie  Bell  System  together,  of 
course,  by  getting  all  the  patents  in  the  hands  or  one  com- 
pany. 

O.  Do  you  understand  the  American  Telephone  &  Tele- 
graph Company  still  undertakes  to  do  that  for  the  operating 
companies  ? 

A.  Yes. 

O.  And  that  it  has  a  force  of  scientists  working  on  the 
matter  of  inventing  new  methods  of  operating  the  business  ? 

A.  I  understand  so,  and  that  the  local  companies  are  also 
experimenting. 

O.  The  local  companies  do  not  take  any  new  patents,  do 
they? 

A.  No,  but  they  are  experimenting  on  devices  and  trying 
out  patents  for  the  parent  company. 

O.  And  turning  over  the  results  to  the  parent  company? 

A.  Yes. 

O.  It  attends  to  all  matters  in  connection  with  the  patent- 
ing of  those  articles? 

A.  I  think  the  Western  Electric  Company  develops  a 
great  many  now,  and  I  think  all  are  sold  to  anybody  that 
wants  to  buy — that  is,  incorporated  in  the  article — except  the 
Pupin  coil.  I  think  practically  almost  all  the  patents  are  em- 
bodied in  articles  sold  by  the  Western  Electric  Company,  to 
everybody  that  wants  to  buy  them. 

O.  Do  you  know  that? 

A.  I  have  been  so  told  by  the  American  Telephone  people. 
I  do  not  know  that  they  did  not  make  some  exceptions,  but 
they  said  practically  all  patents  except  the  Pupin. 

Q.  Now  you  think  that  has  been  of  great  value,  this 
matter  of  patents? 

A.  Yes. 
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O.  And  still  is? 

A.    Not  so  much  now. 

Q.  Would  it  not  be  a  matter  of  value,  whether  or  not 
to-day  they  had  any  patents  at  all.  that  there  were  still  scien- 
tists working  on  it,  and  that  they  were  still  hunting  up  and 
buying-  the  patents  that  other  scientists  outside  of  the  company 
might  develop? 

A.  Well,  yes,  I  think  it  is  of  some  value  yet. 

O.  Take  the  Pupin  patent. 

A,  I  want  to  make  my  meaning  clear.  I  think  the  value 
to  tile  local  company  is  far  greater  than  the  cost  to  the  parent 
company,  and  I  think  the  two  must  be  considered  together. 

O.  Can  we  not  separate  the  two? 

A.  Not  very  well. 

O.  I  mean  for  the  purpose  of  examination.  I  will  prom- 
ise you  that  I  will  take  up  the  other  feature  of  it,  the  cost 
to  the  American  Telephone  &  Telegraph  Company,  but  let  us 
confine  ourselves  for  a  while  to  the  value  to  the  operating  com- 
pany and,  therefore,  to  the  public  in  the  State  of  Pennsylvania 
who  use  the  telephone. 

A.  Yes. 

O.  The  value  that  they  are  receiving  under  this  payment, 
that  the  public  here  is  getting.  Let  us  see  if  we  cannot  do 
that  for  a  while.  Take  the  Pupin  patent.  That  you  say  is 
a  patent  held  by  the  American  Company? 

A.  Yes. 

Q.  And  is  available  only  to  Bell  operating  telephone  com- 
panies? 

A.  So  I  understand. 

O.  If  you  were  told  that,  liy  using  that  Pupin  patent  in 
the  State  of  Pennsylvania,  these  operating  companies  here 
make  an  annual  saving  of  $750,000,  what  would  you  say  would 
be  a  fair  value  for  those  operating  companies  to  pay  for  that? 

A.  I  would  couple  with  that  that  Pupin  got  out  of  it  a 
good  deal  less  than  that  for  the  whole  United  States. 

O.  Then  my  assumption  would  be  wrong.  I  asked  you, 
if  you  were  told  by  the  engineer  of  this  company,  who  is  sup- 
posed to  know  something  about  such  matters,  that  he  is  en- 
abled to  make  an  amiual  savine  in  the  State  of  Pennsvlvania 
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of  $750,000  by  using  that  one  patent  alone,  what  would  you 
say  would  be  a  fair  amount  for  the  operating  companies  to 
pay  for  it? 

A.  From  the  standpoint  of  public  policy  I  would  not 
consider  that  settled  it  at  all.  From  the  standpoint  of  the 
local  company,  it  would  be  worth,  of  course,  a  large  propor- 
tion of  what  it  saves. 

O.  How  much;  what  proportion  of  it? 

A.  Oh,  almost  all. 

Q.  Then  that  would  be  fully  equivalent  to  the  total 
amount  that  these  companies  pay  under  the  4j^%? 

A.  Yes,  but  I  consider  it  an  entirely  fallacious  way  to 
get  at  it. 

O.  Consider  the  value  now,  not  the  cost  to  the  American 
Telephone  &  Telegraph  Company,  because  they  are  separable 
things.     When  two  contractual  bodies — 

Mr.  Gordon:  Is  this  a  question,  or  a  statement  of  fact? 
Do  you  mean  they  are  separate  in  the  same  company? 

Mr.  Marye  :  No,  sir.  I  say  two  contracting  bodies  enter 
into  an  agreement  and  one  gives  the  thing  and  the  other  re- 
ceives it. 

The  Witness:     Ikit  when  one  company  owns  the  other, 
does  it  not  make  a  difference? 
By  Mr.  Marye: — 

Q.  That  is  a  question  of  cost  that  is  coming  along.  I  am 
coming  to  that  point,  too,  as  to  whether  or  not  it  makes  a 
difference.  Speaking  now  of  the  value  to  the  operating  com- 
panies in  the  State  of  Pennsylvania,  as  I  understand  it,  if  that 
assum])tion  is  correct,  and  Mr.  Hay  ward  says  that,  by  the 
use  of  this  Pupin  coil,  the  patent  owned  still  by  the  American 
Telephone  &  Telegraph  Company,  his,  Mr.  Hayward's,  com- 
panies in  the  State  of  Pennsylvania  save  annually  $750,000, 
that  represents  the  value  of  that  patent  to  Mr.  Hayward's  com- 
panies ? 

A.  I  think  it  quite  likely,  from  a  strict  sense  of  value,  the 
same  as  I  have  said  that  in  regard  to  other  companies.  I  am 
quite  familiar  with  what  you  say  and  I  am  prepared  to  believe 
it,  and  have  myself  said  it  with  regard  to  other  telephone 
companies. 
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Q,  1  think  you  did.  J  think  in  this  very  case,  on  the 
direct  examination,  you  said  that  probably  the  value  to  the 
operating  companies  here  in  the  State  of  Pennsylvania  was 
fully  the  equivalent  of  what  they  paid. 

A.  Yes,  I  think  I  did.    I  have  said  that  in  cases. 

Commissioner  Johnson:  Could  we  not  assume  that 
the  value  to  the  company  that  saves  an  amount  is  the  amount 
saved,  and  go  on  to  the  next  subject? 

Mr.  Marye  :  As  the  cost  to  the  x'Xmcrican  Telephone  & 
Telegraph  Company? 

Commissioner  Johnson:  No,  I  understand  your  ques- 
tion is,  how  much  is  the  operating  company  better  ofif,  and 
you  say  $750,000.    I  suppose  it  is  $750,000  better  off,  is  it  not? 

Mr.  Gordon  :  That  is  mathematics.     We  might  assume 
that,  I  think,  without  a  long  argument  with  the  witness. 
By  Mr.  Marye: — 

Q.  As  to  the  legal  assistance  that  they  are  getting  con- 
tinually on  patents :  you  understand  that  the  American  Tele- 
phone &  Telegraph  Company  has  a  legal  patent  department, 
which  has  engaged  constantly  a  force  of  men  to  study  the 
subject  of  telephone  patents? 

A.  Yes,  I  believe  so. 

O.  And  they  are  constantly  applying  for  and  getting 
patents  ? 

A.  Yes. 

O.  They  have  several  hundred  patents  in  existence  now? 

A.  I  believe  so. 

O.  Mr.  Swope  testified  that  there  were  several  hundred 
of  them  and  they  are  constantly  being  added  to.  and,  of  course, 
others  are  constantly  dying,  and  that  is  a  constant  undertak- 
ing of  the  American  Telephone  &  Telegraph  Company,  and 
the  operating  companies  absolutely  disregard  all  burdens  as  to 
this  matter.  Now  as  to  the  engineering  services :  who  devel- 
oped the  method  of  using  hard  drawn  copper  for  the  trans- 
mission of  electricity? 

A.  I  am  not  sure  about  that,  but  I  should  not  be  sur- 
prised if  it  w^ere  the  Telephone  Company. 

Q.  The  American  Telephone  &  Telegraph  company ; 
that  they  contributed  to  the  electrical   world.     Prior  to  that 
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time  everybody  had  been  using  iron,  and,  by  the  development 
of  hard  drawn  copper,  the  companies  got  a  very  much  better 
transmission  service  or  quality.  In  the  matter  of  the  switch- 
board :  who  developed  the  whole  method  of  interconnecting 
companies  ? 

A.  I  am  not  sure  about  that.  I  think  the  Bell  Company 
claims  it,  but  I  am  not  sure  whether  there  is  any  dispute 
upon  it  or  not  among  the  Independents.  I  know  they  make 
claim  to  many  things,  but  I  have  never  studied  into  the  extent 
to  which  their  claims  w'ere  verified. 

Q.  I  mean  the  switchboards  that  the  Bell  operating  com- 
panies are  using. 

A.  I   suppose  they    developed   them. 

Q.  They  invented  the  multiple  switchboard? 

A.  I  am  not  wishing  to  decide  as  between  the  merits  of 
rival  contestants  on  this.  Undoubtedly  the  Bell  Company  has 
perfected  a  good  share  of  the  patents  in  use ;  I  do  not  think 
all  of  them. 

O.  I  was  speaking  of  the  multiple  switchboard,  that  has 
been  exclusively  used  by  the  Bell  Telephone  Company. 

A.  Yes.  I  have  not  in  mind,  although  I  have  read  many 
engineering  books  on  the  subject.  I  have  not  tried  to  become 
particularly  informed  as  to  the  past  history  of  all  this  de- 
velopment of  patent  rights,  but  rested  content  with  the  belief 
that  the  Bell  Company  did  develop  a  great  share  of  the 
patents,  as  they  did  a  great  share  of  the  telephone  business. 

Q.  I  had  left  patents,  and  was  going  on  to  their  engineer- 
ing services. 

A.  Engineering  devices  and  methods. 

O.  They  did  not  patent  the  hard  drawn  copper? 

A.  No.  I  meant  to  include  engineering  devices  and 
methods. 

O.  The  engineering  department  of  the  American  Tele- 
phone &  Telegraph  Company  came  into  existence  about 
when  ? 

A.  I  do  not  recall  now. 

O.  About  1884? 

A.  I  cannot  say. 


17O0a  r.dwarti  J}',  lu-iiiis. 

(J.  When  (lid  the  American  ("om])any  commence  itself 
to  operate? 

A.  I  have  even  forgotten  that  at  the  moment.  1  have 
forgotten. 

(}.  Do  yon  think  it  possible  that,  without  that  method  of 
iiandling  the  business  which  the  American  Company  adopted 
in  the  early  years,  and  has  continued  to  the  present  day,  the 
telephone  business  as  at  present  operated  could  ever  have 
been  established  in  the  relatively  short  time  that  it  was? 

A.  I  could  not  say  as  to  that.  I  am  not  sure  that  it  would 
not.  It  is  very  dilhcult  to  say.  T  think  the  American  Tele- 
phone &  Telegraph  Company  has  been  very  enterj^rising  and 
energetic.  I  am  not  criticizing  them  in  any  way  in  that  re- 
spect. Whether,  however,  that  particular  company  was  ne- 
cessary to  the  telephone  development  in  the  United  States 
to  the  extent  it  has  gone,  I  would  not  undertake  to  say. 

O.  I  did  not  say  that  particular  company,  but  that  that  or 
some  other  company  would  have  had  to  have  done  that  or 
something  very  similar  to  it. 

A.  I  could  not  sav  that.  I  have  seen  a  great  develop- 
ment of  certain  utilities,  like  electricity  in  lighting  and  power, 
without  any  such  central  body,  but  of  course  this  long  dis- 
tance communicating  situation  was  probably  helped  by  one 
company.  Yet  in  the  telegraph  there  have  been  a  good  many 
small  bodies,  and  the  telegraph  business  has  developed. 

Q.  But  you  never  saw  any  large  operating  company,  that 
was  interconnected  with  any  other  operating  company,  de- 
veloped as  the  telephone  system  has  been  developed  ? 

Mr.  Gordon:  I  object  to  this  as  not  cross-examination. 
I  really  cannot  see  what  that  has  to  do  with  the  question. 

The  Chatrm.vn  (Commissioner  Pennypacker)  :  \\'e  do 
not  want  to  go  into  comparisons  with  other  methods  or  means 
of  supply  to  the  communit}-  more  than  we  can  help.  You  can 
answer  the  question. 

.\.  I  do  not  know  whether  it  is  an  answer  or  not.  but  it 
seems  to  me  as  if  it  might  be,  when  I  say  that  there  has  been 
a  very  large  development  of  telephone  business  in  certain 
parts  of  Sweden  and  in  Switzerland,  which  is  quite  ditYerent 
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from    the    development    under    the    American    Telephone    & 
Telegraph  Company  in  America. 
By  ]Mr.  AIarye: — 

O.  But  it  was  only  after  these  systems  and  standards  and 
patents  had  been  worked  out  by  the  American  Company,  was 
it  not,  that  the  Swedish  system  was  possible,  and  was  not  the 
Swedish  system  inaugurated  under  the  Bell  system? 

A.  Yes,  but  I  mean  to  say  that  at  present  it  is  going  along 
somewhat  independent  lines,  and  so  in  Switzerland. 

O.  You  mean,  do  you  not,  that  with  the  example  and  the 
standardization  that  the  American  Company  has  made  in  the 
early  period  of  its  life,  other  people  now  can  go  into  the  tele- 
phone business  possibly  successfully? 

A.  To  what  extent  it  is  due  to  the  American  Telephone 
&  Telegraph  Company,  I  could  not  say.  Of  course,  Mr. 
Bell  lived  in  America  and  invented  the  telephone.  That  may 
give  America  a  certain  degree  of  precedence  in  the  develop- 
ment of  it ;  but  beyond  that  I  am  not  quite  prepared  to  go. 

O.  You  have  yourself  brought  in  Sweden  here,  while  I 
confined  myself  to  this  country.     I  did  not  go  to  Sweden. 

A.  Your  question  asked  me  as  to  any  development. 

O.  I  said  other  companies  that  were  connected  and  inter- 
related like  telephone  companies  and  had  been  developed  with- 
out some  such  arrangement  as  this. 

A.  Another  company  would  be  such  as  these. 

O.  Another  telephone  company  would,  but  I  said  other 
company. 

A.   I  did  not  understand  your  question. 

O.  I  may  have  been  confused  in  my  own  phraseology. 

Commissioner  Johnson:  Is  the  purpose  of  the  cross- 
examination  to  establish  the  necessity  of  a  monopoly  in  this 
business  in  order  to  insure  development  ? 

Mr.  Marve  :     No,  sir. 

Commissioner  Johnson:  I  do  not  catch  the  purpose  of 
the  examination. 

Mr.  Marye:  A  justification  of  the  arrangement  that 
now  exists  and  the  continuance  of  it. 

^Ir.  Gordon  :  That  is,  the  justification  of  a  higher  rate 
than  would  be  otherwise  just  to-day,  because  you  originated 
the  thing  in  the  past. 
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Mr.  AI.\K^I•::  The  question  is  over  tlie  justilication  of 
these  companies  in  Pennsylvania  and  the  other  companies 
jiayinj:^  a  certain  amount  annually  to  the  American  Telephone 
&  Telegraph  Company.  That  thing  commenced  in  the  dawn 
of  the  telephone  system  and  simply  has  continued  to  the  pres- 
ent day.  My  question  was  whether,  without  some  such 
service  and  the  payment  therefor,  the  telephone  companies 
would  l)c  in  the  same  condition  as  they  were,  and  the  values 
to-day  justify  the  telephone  companies  in  continuing-  to  make 
that  payment. 

The  Chairman'  (Commissioner  Pennypacker)  :  I  sup- 
pose there  is  no  other  industry  which  has  developed  exactly 
on  the  same  lines  and  in  the  same  way  as  your  telephone  busi- 
ness, but  I  take  it  that  almost  all  of  these  great  industries 
that  have  started  with  very  little  and  have  grown  to  large 
proportions  have  followed  somewhat  similar  lines  of  develop- 
ment. 

AIr.  Marye:  That  was  my  last  question.  Governor,  and 
something,  either  an  arrangement  like  that  with  the  Ameri- 
can Telephone  &  Telegraph  Company,  or  something  to  take 
its  place,  is  present  in  every  utility  in  this  country  to-day. 

Commissioner  Johnson:  It  is  a  question  with  me.  un- 
less there  be  certain  special  conditions  pertaining  solely  to 
the  telephone  business,  whether  we  might  not  have  had  a 
greater  measure  of  development  by  the  existence  of  a  large 
number  of  totally  independent  companies,  instead  of  one  con- 
solidated concern,  such  as  the  American  Telephone  &  Tele- 
graph Company  represents. 

]\Ir.  Marye  :  That  is  certainly  a  question,  a  very  serious 
question. 

Commissioner  Johnson:  I  wondered  whether  the  ques- 
tion you  were  asking  was  intended  to  show  the  necessity  of 
one  company  controlling  all  the  patents  and  guiding  the  de- 
velopment of  the  industry  as  a  whole. 

Mr.  Marye:  Yes,  sir;  as  to  whether  it  could  have  been 
developed  as  rapidly,  to  the  point  it  has.  without  that. 

Commissioner  Johnson  :  In  other  lines  of  business,  the 
existence  of  a  considerable  number  of  vigorous  companies 
tends  toward  technical  development,  and  the  consolidation  of 
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those  companies  under  one  management,  tends,  sometimes,  at 
least,  to  check  technical  development. 

Mr.  Marye:  But  that  is  the  trend,  is  it  not,  toward 
consohdation,  in  other  companies  beside  telephone  companies? 

Commissioner  Johnson  :    Yes. 

Mr.  Gordon  :  It  would  be  difficult  for  our  friends  on 
the  other  side  to  show  that  they  have  not  been  more  active 
since  we  have  had  competition  than  before. 

Mr.  Marye:  In  the  development  I  suppose  it  has.  That 
is  usually  the  effect  of  competition. 

The  Chairman   (Commissioner  Pennypacker)  :     I  fear 
we  are  having  too  much  discussion.    Let  us  ask  a  question. 
By  Mr.  Marye  :— 

O.  There  is  in  all  industries — take  the  electric  lighting 
and  the  street  railways — an  association,  is  there  not? 

A.  Yes. 

O.  In  the  electric  light  industry  there  is  a  national  elec- 
tric lighting  association? 

A.  There  is. 

O.  And  in  railways? 

A.  Yes,  and  in  gas. 

O.  What  is  the  purpose  of  those  bodies,  those  associa- 
tions? 

A.  To  bring  together  men  in  kindred  business  to  talk  over 
problems  of  mutual  interest  and  learn  from  each  other. 

Q.  And  to  standardize  methods? 

A.  Sometimes ;  to  im])art  information  as  to  how  to  do 
things.  But  those  companies  do  not  pay  any  4^^%  of  their 
gross  receipts  to  this  association. 

O.  They  incur  expense? 

A.  Just  the  expense  of  attending  the  meetings  and  pub- 
lishing the  proceedings. 

O.  They  have  not  anything  comparable  to  the  engineering 
department  or  scientific  department  that  the  American  Tele- 
phone &  Telegraph  Company  has? 

A.  No,  but  they  do  exchange  ideas  in  the  way  you 
speak  of. 

Q.  And  they  are  trying  to  get  more  and  more  value  out 
of  their  associations? 
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A.  Oh,  certainly.   That  is  the  tendency  of  all  associations. 

O.  That  is  the  clearing  house  idea,  in  my  question  some 
time  ago.   that   the  American   Telephone  &   Telegraph    Com- 
pany performs? 
'a.  Yes. 

O.  Now  is  not  the  essence  of  the  telephone  business 
intercommunication  ? 

A.  The  telephone  business  is  communication,  of  course. 

O.  Yes,  and  intercommunication  ? 

A.  Explain  for  a  moment  what  you  mean  by  inter- 
communication. Between  one  state  and  the  other,  between 
one  city  and  another? 

O.  Put  it  between  the  people  in  one  locality  and  the 
people  in  the  same  locality,  the  people  in  one  locality  with 
the  people  in  another  locality,  people  in  one  state  and  peo])le 
in  other  states? 

A.  That  seems  to  me  to  he  self-evident,  though  I  do  not 
think  the  proportion  of  calls  from  one  state  to  another  nec- 
essarily is  growing  from  year  to  year.  But  all  telephone 
calls  are  intercommunication.  Of  course,  the  purpose  of  the 
telephone  is  intercommunication.  I  could  not  see  any  doubt 
on  that. 

O.  Of  course;  and  I  say,  therefore,  in  the  telephone  busi- 
ness there  is  more  or  less  a  necessity  for  the  standardization 
of  the  equipment  used? 

A.  Some  such  desirability   exists,   I   think. 

O.  And  the  operating  methods,  in  addition  to  the  equip- 
ment ? 

A.  That  is  true. 

O.  And  that  standardization  of  equipment  and  of  meth- 
ods the  American  Telephone  &  Telegraph  Company  sup- 
plies to  the  operating  companies  under  the  present  arrange- 
ment ? 

A.  Yes. 

O.  It  is  more  necessary  in  the  telephone  business  than  in 
any  other? 

A.  Than  any  other  I  think  of  at  the  moment.  Excuse 
me  a  moment :  I  do  not  know  as  it  would  be  any  more  than 
with  a  railroad,  where  a  standard  gauge  is  very  desirable.  So 
I  do  not  want  to  make  my  answer  too  sweeping. 
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Mr.  Gordon  :     Car  couplings  and  air  brakes  and  all  that 
kind  of  thing;  they  have  to  be  standard. 
By  Mr.  Marye  : — 

O.  You  have  in  mind  my  question ;  it  is  relative,  that  there 
is  more  necessity  in  the  telephone  business  than  in  others. 

A.  I  am  rather  inclined,  as  I  think  of  the  many  phases  of 
railroad  operation,  the  interchange  of  every  part  of  the  equip- 
ment, everv  car,  all  over  the  United  States,  cars  going  from 
one  road  to  the  other  and  all  that — I  am  inclined  to  think 
there  is  about  as  much  need  for  standardization  of  steam  rail- 
roads as  of  telephones. 

O.  Are  the  cars  of  the  various  railroads  of  the  same 
standard  ? 

A.  Of  the  same  standard  as  to  a  lot  of  broad  things,  as 
to  gauge  and  equipment  of  brakes  and  couplings,  and  perhaps 
with  regard  to  certain  standards  of  construction.  I  think 
there  is  a  growing  similarity. 

O.  That  is  going  to  be  progressively  so,  is  it  not,  in  your 
opinion,  in  the  future? 

A.  With  regard  to  all  lines,  I  think  we  are  standardiz- 
ing matters  more  and  more,  although  at  the  same  time  new 
things  are  developing  all  the  time. 

O.  They  make  the  old  standards  .obsolete  ? 

A.  I  mean  there  are  a  lot  of  new  inventions,  new  lines  of 
work  developing. 

O.  And  that  renders  the  old  method  obsolete? 

A.  It  may,  or  it  may  start  an  entirely  new  matter,  like 
airships. 

O.  Having  in  mind  these  various  things,  you  attempted 
to  put  a  value  on  them? 

A.  I  attempted  to  put  a  fair  value,  as  I  called  it,  on  the 
telephone  properties  in  Pennsylvania. 

O.  And  that  was  a  matter  of  judgment? 

A.  Yes. 

Q.  And  that  you  have  given  as  your  judgment,  compared 
with  the  judgment  of  operating  telephone  officials? 

A.  It  was. a  judgment  based  on  your  own  exhibits  and 
testimony,  so  I  had  the  advantage  of  almost  everything  that 
had  gone  before  in  this  case. 
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(J.  The  (Jiily  witness  that  testified  on  this  subject  was 
the  president  of  this  company,  Mr.  Bethell. 

A.  I  understood  there  were  a  good  many  witnesses  that 
took  up  matters  of  value  of  the  property  here. 

Q.  Of  this  4>4%? 

A.  Oh,  excuse  me.  Did  you  say  4y2%  a  minute  aj^o  in 
talking  about  the  value  of  the  property?  I  did  not  under- 
stand it. 

Q.  I  said,  having  all  those  things  in  mind  we  have  been 
talking  about,  the  services  that  you  attempted  to  give  your 
idea  of  the  value  of. 

A.  The  question  on  the  4^%  is  what?  Whether  I  at- 
tempted to  criticize  the  4^/^%?    I  certainly  did. 

O.  No,  sir,  whether  taking  all  these  services  into  con- 
sideration you  attempted  to  put  a  value  on  them. 

Mr.  Gordon-  :    That  is,  on  the  4>47o? 

IMr.  Marye  :     Yes,  sir. 

A.  I  did,  with  reference  to  what  was  fair  from  all  points 
of  view^  considering  the  parent  company  as  well  as  the  local 
company, 
r.v  Mr.  Marye:— 

O.  You  say  that  was  a  matter  of  judgment? 

A.  Judgment,  yes,  educated  perhaps  by  some  studies  that 
had  been  made  in  California  by  that  Commission. 

O.  That  was  a  question  of  judgment,  too? 

A.  Yes. 

O.  And  that  you,  as  I  say,  testified  to? 

A.  Yes. 

Q.  You  do  not  say  that  there  is  any  mathematical  method 
of  arriving  at  that  value  to  the  operating  companies  ? 

A.  No.  I  think  it  would  be  entirely  possible,  with  a 
proper  audit,  to  find  its  cost  to  the  parent  company.  I  do  not 
claim,  however,  and  did  not  profess  to  say  to-day,  that  I  had 
arrived  at  that.  I  only  put  in  a  suggestive  exhibit  on  that. 
I  do  not  claim  to  have  had  any  chance  to  find  the  real  costs, 
except  as  I  can  infer  them. 

O.  But  that  is  a  pure  matter  of  judgment? 

A.  It  has  to  be. 

]\Tr.  French:    If  your  company  will  bring-  in  the  actual 
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cost  of  this  service,  I  am  sure  Professor  Bemis  will  be  very 
glad  to  change  his  estimate. 

Mr.  Marye  :  What  has  that  to  do  with  the  element  of 
value  of  a  patent? 

Mr.  French  :     The  whole  thing. 

Mr.  Gordon  :  \\'hat  a  thing  sells  for  is  presumably  what 
it  is  worth. 

Mr.  Marye:  A  patent? 

Mr.   Gordon  :   Anything.     That  is   the  first  assumption. 

Mr.  Marye:  .What  it  costs  to  get  a  patent? 

Mr.  Gordon  :  You  may  have  bought  it  cheap,  but  pre- 
sumably you  paid  what  it  is  worth.    That  is  the  presumption. 
in  the  absence  of  CA-idence  to  the  contrary. 
By  "SIr.  Marye: — 

Q.  In  the  very  interesting  exhibit  you  put  in  from  the 
report  of  the  Massachusetts  Highways  Commission,  it  appears 
that  the  American  Company,  at  the  period  of  that  report, 
had  on  hand  $14,000,000  in  cash  and  $90,000,000  of  notes 
receivable  ? 

A.  Yes. 

Q.  In  other  words,  $104,000,000  of  quick  assets,  prac- 
ticallv  cash? 

A.  Yes. 

O.  Did  that  have  any  significance  in  your  mind? 

A.  Yes ;  it  meant  to  my  mind,  as  I  understood  it,  that 
they  were  carrying  certain  companies,  probably,  like  the  Cen- 
tral Union — companies,  anyw^ay,  of  that  general  character — 
who  had  competed  so  fiercely  with  the  Independent  companies 
that  they  were  nearly  bankrupt,  and  the  parent  company  was 
carrying  them.  I  think  the  parent  company  is  carrying  the 
notes  of  many  companies  which  have  had  hard  sledding. 

Q.  Of  this  company? 

A.  I  do  not  think  this  company's  notes  are  so  carried. 

O.  You  do  not?  Have  you  read  the  testimony  in  this 
case? 

A.  Yes,  to  the  extent  of  finding  you  were  paying  no 
interest. 

O.  Do  you  not  know  that  the  American  Telephone  & 
Telegraph  Company  has  itself  financed  these  companies  here  ? 
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A.  1  read  in  your  balance  sheet  that  you  were  payinjy  no 
interest.  Now  if  you  were  paying  no  interest,  I  assumed 
there  was  no  interest. 

Q.  No,  the  stock  was  increased  a  year  or  so  ago. 

A.  I  gave  your  balance  sheet  full  attention,  and  the 
balance  sheet  has  opposite  the  word  "interest"  a  blank  for 
three  years.  I  therefore  infer  there  were  no  notes.  If  I  am 
wrong,  I  would  like  to  be  corrected. 

O.  I  do  not  think  there  were  any  in  that  period. 

A.  This  is  December  31,  1911,  1912  and  1913. 

O.  r»ut  what  was  the  object  the  American  Telephone  & 
Telegraph  Company  had  in  carrying  that  much  cash?  I  do 
not  know  that  you  thought  of  it.  I  just  happened  to  think 
of  it,  and  ask  you  the  question. 

A.  It  is  in  connection  with  the  arrangements  with  many 
of  their  companies,  particularly  the  weakly  ones.  I  know 
for  example  this,  as  an  illustration :  the  Chicago  Telephone 
Company  sold  $20,000,000  of  bonds  two  or  three  years  ago. 
The  Central  Union  Company  owed  a  lot  of  money  to  the 
American  Telephone  &  Telegraph  Company.  They  were 
paying  6%  on  it.  They  refunded  it  and  took  the  bonds  of 
the  Chicago  company,  and  they  just  simply  financed  among 
themselves  there. 

O.  So  it  is  a  matter  of  financing  the  operating  compan- 
ies, is  it  not,  rendering  financial  assistance  to  the  operating 
companies,  that  they  carry  that  enormous  amount  of  cash, 
and  that  is  of  great  value  to  the  operating  companies  ? 

A.  To  some  of  them,  to  some  of  the   weaker  ones. 

O.  Is  it  available  to  all  of  them  in  case  of  need?. 

A.  Yes,  but  I  mean  to  say  I  think  the  larger  companies 
are  not  in  need  of  it.  I  think  they  would  be  just  as  well  ofif 
alone ;  but  I  think  the  smaller  companies  get  a  great  deal  of 
help  from  it. 

O.  In  this  financial  way,  and  for  that  they  are  only 
paid  through  this  4>'^%? 

A.  I  assume  they  pay  interest  on  any  loans  and  take 
care  of  any  discounts  or  brokerage  charges. 

O.  In  your  testimony  at  the  last  hearing  you  referred 
to  a  decision  of  the  Wisconsin  Commission,  in  6th  Wisconsin 
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Railroad  Commission  Reports,  page  598.  You  did  not  mean 
to  imply  that  this  matter  of  the  payment  of  4>4%  of  the 
gross  receipts  of  the  Bell  operating  companies  to  the  Ameri- 
can Telephone  &  Telegraph  Company  was  involved  in  that 
hearing  at  all  ? 

A.  No.  I  meant  the  rental  value  of  the  instruments,  the 
transmitter,  receiver  and  induction  coil. 

O.  The  other  features  of  the  4^%  payment  were  not 
involved  in  that  hearing  at  all? 

A.  No. 

Q.  I  W'ould  like  to  get  your  idea  of  the  proposition  of 
cost.  Assuming  that  the  value  which  the  companies  in  Penn- 
sylvania receive  is  fully  equivalent,  as  you  have  stated  you 
thought  it  was,  to  the  amount  that  they  are  paying  the  Ameri- 
can Telephone  &  Telegraph  Company  therefor,  why  should 
anybody  criticize  the  amount  of  that  payment? 

A.  Because  I  believe  it  costs  the  parent  company  so  much 
less,  and  because  I  believe  that  a  case  of  this  kind,  where  the 
parent  company,  directly  or  indirectly,  owns  the  local  com- 
pany, is  a  case  that  any  commission  must  take  account  of  in 
its  findings. 

Q.  Why? 

A.  Because  the  monopoly  is  so  self-evident  where  the 
stock  of  the  local  company  is  owned  by  the  parent  company, 
that  any  contract  by  which  one  company  pays  the  other  a  por- 
tion of  its  gross  receipts  is  directly  and  naturally  subject  to 
suspicion,  the  burden  of  proof  is  on  the  company  that  would 
sustain  such  a  contract ;  and  because  any  state  commission 
must  take  account  of  broad  questions  of  public  policy  that 
atTect  the  profits  of  the  local  company. 

O.  Now  conceding  that  which  you  have  stated  is  true, 
that,  owing  to  the  intimate  stock  relationship  between  these 
companies,  this  Commission  should  hold  this  arrangement 
under  suspicion  because  of  that  relationship,  and  that  they 
ought  to  examine  it  very  carefully^  why  is  not  the  doubt  en- 
tirely removed  when  it  is  shown  that  the  operating  companies 
that  pay  it  receive  at  least  full  value  for  it?  Does  not  that 
satisfy  the  doubt? 

A.  No. 
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O.  Why  not? 

.\.  Because  we  are  dealing  with  a  case  of  monopoly,  and 
in  monopoly,  where  the  ordinary  laws  of  supply  and  demand 
do  not  rule,  the  question  of  a  payment — the  value  of  what  is 
received  is  simply  one  blade  of  your  pair  of  scissors.  The 
other  is  the  cost  of  furnishing  it,  and  you  have  got  to  study 
both  blades  to  get  anything  equitable. 

O.  What  are  we  investigating? 

A.  Nominally  and  legally,  one  blade  of  the  pair  of  scis- 
sors; but  you  cannot  reach  an  ecjuitable  opinion  without  you 
have  some  thought  of  the  other  blade. 

O.  Is  it  because  of  the  stock  relationship  that  you  make 
that  statement? 

A.  In  large  measure. 

O.  Then  you  think  that  a  stock  owner  that  renders  a 
service  to  the  corporation  in  which  he  holds  stock  is  not  en- 
titled to  charge  what  his  services  are  worth? 

A.  Worth,  to  my  mind,  in  a  monopoly  is  to  be  deter- 
mined by  equitable  considerations.  I  do  not  think  you  can 
get  away  from  the  sacrifice  of  the  investor  and  talk  solely 
of  what  the  drowning  man  will  give  for  a  plank  as  the  value 
of  saving  him.     I  do  not  think  you  can  do  that. 

O.  Is  this  a  drowning  man  or  is  this  a  monopoly? 

A.  It  is  both,  in  a  way;  that  is,  you  claim  you  would 
drown  without  this  help. 

O.  Which  are  we,  drowning  or  having  a  monopoly? 

A.  You  have  a  monopoly,  and  you  claim  that  its  exist- 
ence is  dependent  on  this  aid. 

O.  We  have  a  monopoly  in  Pennsylvania  ? 

A.  There  is  some  competition,  but  I  should  say  that  it 
is  pretty  largely  such.  There  is  always  a  gradation  in  mon- 
opoly.    I  should  call  your  business  pretty  largely  a  monopoly. 

O.  In  the  State  of  Pennsylvania? 

A.  Largely  so. 

O.  Possibly  the  Independent  telephone  companies  will  not 
agree  with  you? 

A.  It  has   in   spots  competition,  but   I   should   say  as   a 

whole  it  was  a  monopoly. 

O.  Let  us  return  to  the  question :  why,  because  of  stock 
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ownership,  should  a  stock  owner  who  performs  services  not 
receive  the  value  of  his  services?  If  you  are  a  stockholder 
in  this  telephone  company,  which  is  rendering  a  public  service, 
and  you  render  a  service  to  this  telephone  company  in  Penn- 
sylvania, would  you  fix  your  charge  for  that  service  on  the 
cost  to  you  of  rendering  it? 

A.  Suppose  I  was  the  president — 

O.  Will  you  not  answer  the  question? 

A.  Yes,  I  will  answer  it.  I  would  say  no,  for  this  reason: 
if  I  were  the  president  and  controlled  the  Board  of  Directors 
and  was  making  a  contract  with  one  of  my  sons  for  service,  I 
should  consider  it  would  be  subject  to  grave  suspicion  if  I 
did  not  take  into  account  the  fairness,  from  all  points  of  view, 
of  what  I  paid  him,  as  well  as  what  perhaps  could  be  argued 
to  be  the  service  that  he  was  rendering  to  the  company. 

O.  Under  those  circumstances  you  would  not  have  the 
corporation  pay  that  son  of  yours  the  full  value  for  the 
service  he  rendered,  although  he  was  your  son? 

A.  I  should  think  there  would  be  grave  suspicion  in  fig- 
uring out  a  very  large  payment  under  those  circumstances. 

O.  But  is  not  that  question  answered  when  you  are  satis- 
fied of  the  value  of  the  services  rendered  ? 

A.  No,  not  entirely,  and  especially  if  it  be  a  service  such 
as  is  in  the  case  here,  where  I  have  reason  to  think  that  the 
cost  is  so  small  in  comparison  with  the  amount  paid  that  it 
is  against  public  policy;  in  other  words,  we  allow  monopoly 
in   this   country   on   the   theory   that   it   is   beneficial. 

O.  What  monopoly? 

A.  Any  monopoly. 

O.  Speak  of  this  case.  Is  anybody  allowed  a  monopoly 
in  Pennsylvania? 

A.  I  consider  that  we  are  largely  allowing  a  monopoly 
in  the  telephone  business  in  this  country. 

O.  In  the  State  of  Pennsylvania? 

A.  I  think  we  are  very  largely.  I  think  the  tendency 
of  all  public  utility  laws — and  I  do  not  learn  that  yours  is 
any  exception — is  that  you  practically  give  a  certain  monop- 
olistic cliaracter  to  a  telephone  company  in  a  state  and  in  a 
community. 
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O.  Do  you  so  understand  it  in  Pennsylvania? 

A.  I  think  there  are  certain  safeguards  against  compe- 
tition of  new  companies  coming  in.  certificates  of  convenience 
and  necessity,  and  any  utihty  coming  in  to  compete,  I  think 
thev  have  to  come  to  the  Commission  for  authority. 

y.  Take  the  existing  condition.  Ts  there  a  monopoly  in 
this  State? 

A.  I  think  there  is  a  great  deal — there  is  no  use  of  my 
arguing  ahout  that,  since  you  know  the  law  very  well. 

O.  Can  we  purchase  a  competing  telephone  plant  in  this 
State,  the  Hell  Telephone  Companv  here? 

A.  I  think  probahly  you  could  not  without  the  consent 
of  the  Commission. 

O.  Just  put  the  Commission  out  of  existence,  which  we 
hope  you  will  not  do :  could  you  then  purchase  a  competing 
company?    Do  you  know  whether  we  could  or  not? 

A.  1  do  not  know  your  state  law  and  decisions,  but  in 
some  states  that  is  prohibited.  In  many  states  it  practically 
is  done  through  purchase  of  stock. 

Q.  Suppose  I  tell  you  there  is  a  provision  in  the  Con- 
stitution of  the  State  of  Pennsylvania  forbidding  that? 

A.  It  often  is  done  indirectly,  yon  know,  where  state 
laws  forbid  it,  by  friendly  control  of  stock. 

Q.  Suppose  that  is  forbidden  in  the  Constitution  of  the 
State  of  Pennsylvania? 

A.  That  would  not  interfere  with  my  theory  that  there 
is  a  certain  protection  thrown  around  public  utilities  by  the 
commission  law. 

Q.  That  would  interfere  with  your  conception  of  our 
having  a  monopoly  in  the  State  of  Pennsylvania  would  it  not  ? 

A.  Oh,  no.  It  is  somewhat  of  a  monopoly.  I  believe 
just  as  much  as  I  did  when  I  made  my  statement. 

Mr.  Gordon  :  How  about  all  those  valuable  patent  rights 
you  charged  so  much  for? 

The  Chairman   (Commissioner  Pennypacker)  :  I  think 
he  has  told  us  all  he  knows  on  that  line. 
By  Mr.  Marye  : — 

O.  What  is  your  method  of  ascertaining  the  working 
capital   which  you  applied  in  this  case? 
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A.  To  take  the  supplies  on  hand  and  then  to  add  to  that 
for  cash  the  equivalent  of  one  and  a  half  to  two  months  of 
all  expenses  except  taxes.  In  other  words,  to  find  the  aver- 
age operating  expenses  for  either  a  month  and  a  half  or  two 
months,  and  allow  the  company  as  much  in  cash  as  that  would 
atnount  to,  together  with  all  material  and  supplies  on  hand. 

O.  You  thereby  exclude  anything  for  construction? 

A.  Yes,  construction  w^ould  not  be  in  there.  This  is  for 
operation,  for  the  operation  of  the  company. 

O.  You  exclude  taxes  ? 

A.  I  exclude  taxes,  because  I  believe  that  taxes  and  divi- 
dends are  accumulated  out  of  earnings. 

Q.  1  think  you  excluded  them  from  the  amount  you 
allowed  for  capital? 

A.  Taking  that  ratio,  yes. 

O.  Xo  consideration  of  taxes,   interest,  insurance? 

A.  No,  all  payments  for  insurance. 

O.  Why   do   you    put   in    insurance   and   exclude   taxes  ? 

A.  There  is  no  reason  why,  perhaps,  both  should  not 
be  i)ut  in,  except  the  taxes  usually  come  at  one  time  of  the 
year.  I  assume  generally  that  we  start  a  business  on  the  1st 
of  January  and  that  from  the  earnings  will  come  the  money 
for  that,  as  well  as  for  dividends  and  interest  charges. 

Q.  Is  that  the  method  you  use  in  all  utilities? 

A.  I  believe  I  have  used  that  in  most  of  my  cases  the 
last  two  years.  Formerly  I  analyzed  balance  sheets,  and  of 
late  I  have  been  quite  impressed  with  that  tendency,  that 
was  first  noticed  in  connection  with  the  \\^isconsin  Commis- 
sion, which  was  doing  it  that  way  in  some  cases,  and  it  struck 
me  as  being  a  verv  normal  method  of  approaching  the  sub- 
ject. 

O.  Is  there,  in  your  opinion,  less  need  for  working  cap- 
ital in  a  telephone  company  than  any  other  utility? 

A.  I  do  not  think  it  would  differ  very  much  from  gas,  or 
electric  light.  It  would  be  probably  more  than  in  the  case  of 
street  railways. 

O.  You  have  to  have  more? 

A.  Yes,  in  street  railwavs  the  receipts  would  come  in  by 
the  day  more  regularly,  while  in  lighting  plants  and  tele- 
phones it  would  come  in  more  by  the  month. 
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O.  What  dill  you  do  in  the  Consolidated  Gas  Case  in 
Baltimore? 

A.  I  largely  relied  on  the  balance  sheet  there,  although 
I  may  have  taken  both  methods. 

Q.  And  this  method  of  taking  a  proportion  of  the  annual 
operating  expense  you  adopted  ? 

A.  I  think  I  probably  did.  I  usually,  for  quite  a  long 
time,  until  a  year  or  two  ago,  took  both  methods.  The  last 
year  or  two  I  have  almost  always  confined  myself  to  the 
method  used  here. 

O.  In  the  Consolidated  Gas  Case,  before  the  Public  Serv- 
ice Commission  in  Maryland,  you  took  four  and  a  half  months, 
did  you  not? 

A.  I  did  not  think  I  took  four  and  a  half  months.  I  did 
not  know  that  I  ever  took  over  two. 

Q.  Did  you  not  in  that  case  take  three  months  and  allow 
50%  in  addition  to  that,  which  you  said  was  equivalent  to 
four  and  a  half  months? 

A.  If  I  did,  I  had  entirely  forgotten  it.  I  did  not  sup- 
pose I  had  ever  allowed  over  two  months. 

O.  That  is  what  you  did. 

A.  It  was  certainly  too  much. 

O.  Four  and  a  half  months. 

A.  It  was  certainly  more  than  I  have  done  in  any  other 
case. 

O.  Now  in  applying  that  method  to  this  situation  in 
Pennsylvania,  you  utterly  disregard  the  minimum  bank  bal- 
ances, that  the  company  carries,  and  against  which  it  cannot 
check,  and  for  which  the  banks  render  service  to  the  com])any 
and  are  otherwise  not  paid  therefor? 

A.  I  do  not  entirely  ignore  them,  but  I  do  ignore  on  the 
other  side,  as  a  partial  balance  to  that,  the  fact  that  a  lot  of 
these  supplies  are  themselves  obtained  on  credit,  and  I  allow 
the  entire  value  of  the  supplies  to  be  in  the  working  capital, 
without  taking  account  of  that. 

Q.  In  your  set-up,  then,  what  becomes  of  the  minimum 
bank  balances  that  the  company  carries  and  against  w^hich  it 
cannot  check?    Is  that  a  capital  item? 

A.  If  thev  absolutelv  cannot  check  as:ainst  it  at  all — 
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O.  By  the  arrangement  with  the  bank. 

A.  Then  it  is  different  from  what  it  was  in  other  utili- 
ties that  I  have  investigated. 

O.  Is  not  that  the  fact  in  this  case,  and  did  you  not  so 
understand  it  in  reading  the  testimony? 

A.  I  did  not  suppose  they  could  not  check  against  it  at 
all.     I  thought  it  could  be  checked  against  to  some  extent. 

O.  Is  not  what  you  mean  by  a  minimum  bank  balance, 
that  they  have  to  keep  that  amount  in  a  bank  and  that  it  is 
not  subject  to  check? 

A.  I  confess  on  second  reading,  before  to-day,  after  fur- 
ther investigation,  I  thought  there  might  be  a  situation  of 
that  kind,  and  consequently  I  think  you  will  find  in  the  ex- 
hibits that  I  put  in  this  morning,  and  in  my  calculations  based 
on  it,  I  did  not  make  from  your  exhibits  any  reduction  on 
account  of  the  working  capital;  so  that,  if  there  was  any- 
thing in  that  contention,  I  would  allow  for  it  in  the  exhibits 
I  put  in  this  morning. 

O.  Are  we  to  understand  from  that  that  we  must  ex- 
clude your  testimony  at  the  last  hearing  on  working  capital? 

A.  I  thought  there  was  a  possibility  that  you  could  not 
draw  down  your  million  and  a  half,  as  I  supposed  you  could, 
as  for  example  the  Chicago  Telephone  Company  could,  or  as 
the  other  telephone  companies  I  have  been  in  could,  and 
so,  in  my  Exhibits  11  and  12,  and  I  think  even  10 — all  the 
exhibits  that  I  put  in  this  morning — I  have  allowed  your 
working  capital  to  stay  just  as  you  had  it. 

O.  You  were  wrong,  then,  last  time? 

A.  I  thought  I  might  be.  I  was  not  positive,  but  I  was 
sufficiently  uncertain  as  to  give  you  the  benefit  of  the  full 
doubt.    This  is  certainly  a  peculiar  case,  if  that  be  the  case. 

O.  What  was  the  amount  of  supplies  that  you  allowed 
there? 

A.  I  took  whatever  you  had  in  your  exhibits. 

O.  Five  hundred  and  odd  thousand  dollars? 

A.  Without  looking  I  could  not  tell  offhand,  but  my  im- 
pression is  that  your  exhibits  which  I  used  had — 

The  Chairman  (Commissioner  Pennypacker)  :  He  has 
allowed  the  same  figures  that  you  gave.    Is  it  worth  while  to 
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have  liim  take  it  apart?    "S'our  witness  has  explained  it,  I  sup- 
pose. 
r>v.  Mr.  Marve: — 

Q.  What  cHd  yon  allow  in  Chicago? 

A.  That  I  do  not  remember  at  all. 

O.  It  is  in  your  report? 

A.   If  you  wish  me  to  stop  to  look  it  up,  I  suppose  I  can. 

O.  About  $961,000? 

A.  I  do  not  remember  now. 

O.  That  was  the  first  telephone  company  you  had  exam- 
ined ? 

A.  Yes,  in  any  thorough  way. 

O.  \\'ere  you  impressed  with  that  difference  in  the 
amount  of  supplies  carried  by  the  Chicago  Telephone  Com- 
pany and  the  amount  of  supplies  carried  by  the  Bell  of  Penn- 
sylvania ? 

A.  Xo.  I  did  not  refer  back  to  this  at  all,  but  I  took  your 
statement  of  your  amount  and  used  it  without  question,  as  to 
the  supplies. 

O.  In  Chicago  you  allowed  the  supplies  that  the  Chicago 
Telephone  Company  itself  carried,  and  also  the  supplies  car- 
ried by  the  Western  Electric  Companv  for  the  Chicago  com- 
pany ? 

A.  I  think  I  maybe  did  that.  I  took  the  supplies  that 
Byllesby  &  Arnold  reported  there  and  I  took  the  supplies 
you  reported  here,  and  it  may  be  they  were  made  up  on  a 
different  basis. 

Q.  I  wanted  to  get  your  idea,  because  it  does  not  appear 
in  your  report,  except  the  amount. 

A.  Yes. 

O.  So  that  you  have  nothing  now  to  say  in  the  way  of  a 
recommendation  of  a  reduction  of  our  claim  for  working 
capital? 

A.  Xot  if  I  am  under  the  correct  impression  now.  that 
you  cannot  draw  out  that  million  and  a  lialf. 

0.  In  the  last  hearing  you  endeavored  to  give  the  Com- 
mission your  estimate  of  the  value  or  cost  of  this  property, 
and,  as  I  understand  your  method,  you  took  Exhibit  TT,  page 
116b.  which  gave  the  auditor's  book  value,  and  from  that,  as 
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I  understoofl  you.  you  deducted  your  estimate  of  accruc'l 
depreciation? 

A.  Yes.    I  did  that  again  this  mornincr,  more  fully. 

O.  Yes,  sir,  and  what  was  the  result  that  you  got  thereby  ? 

A.  About  ten  million  less;  about  $41,000,000. 

O.  Not  in  dollars.     A\'hat  was  the  thing  you  got? 

A.  The  cost  of  the  property  now  in  use,  less  its  deprecia- 
tion, using'  your  life  tables,  your  percentages. 

O.  \\  hat  did  that  give  your'  Did  that  give  you  a  value, 
or  cost,  or  what? 

A.  It  gave  a  value  on  the  basis  of  cost.  It  gave  what  I 
should  call  cost  less  depreciation. 

O.  Less  w'hat,  accrued  depreciation  ? 

A.  Yes. 

O.  \\"as  not  the  thing  that  you  should  have  deducted  the 
reserve  ? 

A.  No.  If  I  had  taken  the  cost  new  and  deducted  the 
reserve,  I  would  not  have  deducted  enough,  because  you  had 
not  set  aside  enough  to  meet  the  depreciation  on  your  own 
life  tables,  and  I  did  not  stop  to  criticize  your  life  tables.  I 
took  them  as  your  own  testimony  and  accepted  them.  They 
were  not  very  different  from  others  I  had  seen. 

O.  You  would  first  have  gotten  the  cost,  or  the  nearest 
thing  you  could  have  gotten  to  cost,  would  you  not? 

A.  Xo,  I  would  not.  That  is,  I  would  not  have  made  a 
sufficient  allowance  for  depreciation.  Your  depreciation  had 
been  partly  met  out  of  what  you  called  surplus,  but  which 
should  have  been  called  depreciation  fund. 

The  Chairman  (Commissioner  Pennypacker)  :  \\'e  will 
now  adjourn  until  to-morrow  morning  at  10  o'clock. 

Mr.  Gordon  :  ^^'ill  the  Commission  allow  me  to  make  a 
statement  before  you  adjourn?  Mr.  Robinson,  the  Assistant 
Solicitor  of  Pittsburgh,  sent  me  word  last  night  that  he  could 
not  come  down  to-day,  and  asked  me  to  present  to  the  Com- 
mission, on  his  behalf,  an  intervening  petition  of  the  City  of 
Pittsburgh  to  intervene  in  the  case  of  the  Pittsburgh  Cham- 
ber of  Commerce,  the  complaint  of  the  Pittsburgh  Chamber 
of  Commerce,  and  I  did  not  know  whether  it  ought  to  be 
brought  before  the  Commission  and  leave  obtained  to  file  it,  or 
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whether  just  filings  it  in  the  clerk's  office  would  be  sufficient. 

The  Chairman  (Commissioner  Pennypacker)  :  The 
method  in  which  it  is  filed  is  not  very  important.  You  can  file 
it  with  the  Commission  if  you  wish. 

(At  6  P.  M.,  adjourned  until  Friday,  December  18,  1914, 
at  10  A.  M.) 
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Friday,  December  18,  1914,  10  A.  M. 

Present : 

Commissioners  Wallace,  acting  Chairman,  John- 
son, Tone,  Brecht  and  Wright. 

Robert  V.  Marye,  Esq.,  and  Addison  Candor,  Esq., 
counsel  for  The  Bell  Telephone  Company  of  Penn- 
sylvania and  The  Central  District  Telephone  Com- 
pany. 

H.  FiNDLAY  French,  Esq..  and  George  B.  Gordon, 
Esq.,  counsel  for  the  Pittsburgh  Chamber  of  Com- 
merce. 
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Edwako  W".  I^k.mis,  cross-examination  rcumefl. 

llv  Mk.  Makve:— 

Q.  \\'hat  was  the  thing  that  you  got  by  deducting  from 
the  value  that  was  carried  on  the  books  an  estimated  accrued 
depreciation  ?     What  was  the  result  thereby  obtained  ? 

A.  You   want  the  figure? 

O.  No,   sir,   the   thing. 

A.  The  thing  was  cost  less  depreciation,  applying  the  same 
life  tables  to  cost  as  you  applied  to  replacement  value.  In 
other  words,  if  a  thing  cost  $10,000  and  had  a  life  of  20 
years,  one-twentieth  would  go  out  of  its  value,  you  assume, 
every  year ;  or  you  assume,  anyway,  that  one-twentieth  would 
go  out  every  year  of  some  value.  Now  if  it  cost  $10,000.  I 
said  one-twentieth  of  its  cost  would  go  out  every  year.  You 
applied  the  one-twentieth  to  the  replacement  value,  or  repro- 
duction cost  to-day,  and  took  one-twentieth  of  that  value 
every  year,  as  I  understand  it.  I  took  one-twentieth  of  what 
it  had  cost  in  every  year. 

Q.  And  that  notwithstanding  the  fact  that  the  company 
had  a  reserve  against  that? 

A.  That  has  nothing  to  do  with  the  amount  of  depre- 
ciation, whether  it  has  a  reserve  or  has  not.  If  property 
cost  $10,000  and  has  a  life  of  20  years,  it  will  decline  one- 
twentieth  on  a  straight  line  basis — which  we  are  not  discuss- 
ing or  criticizing,  we  are  agreeing  on  that — one-twentieth  of 
that  would  be  taken  off  every  year.  Xow  whether,  as  that 
is  taken  off,  from  the  lapse  of  time,  they  put  money  in  a  re- 
serve fund  and  into  other  extensions,  docs  not  aff'ect  the  one- 
twentieth  of  value  going  out  of  that  first  $10,000. 

O.  But  if  the  company  has  the  reserve,  why  do  you  not 
add  the  reserve  after  having  deducted  your  estimate  of  ac- 
crued depreciation  ? 

A.  I  take  all  the  investment,  whether  it  comes  from  de- 
preciation  reserve   or  whether   it   came   from   capital.      It   all 
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depreciates  alike,  if  it  is  invested  in  the  property.  It  does 
not  make  any  difference. 

Q.  But  what  were  you  trying  to  get?  My  question  is 
directed  to  what  you  were  trying  to  arrive  at. 

A.  I  was  trying  to  arrive  at  the  cost  of  all  the  tangible 
units,  tangible  assets,  first,  and  I  took  your  figure  for  that ; 
and,  second,  the  average  age  and  the  average  yearly  depre- 
ciation, and  applying  it  to  those  figures.  I  was  trying  to  get 
the  cost  less  an  allowance  for  depreciation  based  on  the  lapsed 
time,  or  on  age. 

Q.  To  arrive  at  a  base  for  fixing  rates  ? 

A.  Certainly. 

Q.  Then  you  were  going  to  arrive  at  a  base  which  was 
less  than  the  cost,  inevitably? 

A.  Not  necessarily.  It  might  be  less  than  the  cost  of  the 
total  tangible  assets ;  it  would  be  undoubtedly.  If  part  of 
the  tangible  assets  came  from  a  reserve  and  not  from  capital, 
it  affects  the  problem  in  a  way ;  but  always  depreciation  re- 
duces below  cost.     That  is  what  depreciation  means. 

O.  Then  you  would  always  give  a  company,  as  a  base, 
something  less  than  its  property  had  cost? 

A.  Yes,  but  not  necessarily  less  than  it  had  cost  the 
stock-  and  bond-holders. 

O.  But  are  you  trying,  then,  to  arrive  at  the  cost  of  a 
property,  or  the  amount  of  dollars  that  the  investors  actually 
took  out  of  their  pockets  and  spent? 

A.  I  am  studying  both  problems,  and  did  study  both  in 
my  exhibit. 

Q.  But  your  theory;  you  would  have  a  theory? 

A.  Yes ;  my  theory  can  be  explained  by  a  simple  illus- 
tration, if  you  wish  it  in  that  way. 

Q.  But  can  you  not  answer  the  question,  and  that  is, 
what  are  you  trying  to  find,  the  original  cost  of  the  property, 
or  the  amount  of  money  that  the  investors  took  out  of  their 
pockets  and  put  in  the  property? 

A.  I  am  trying  to  find  both,  but  first  the  original  cost 
of  the  property  and  then  the  depreciation  on  it.  Now  I  think 
you  will  have  to  let  me  use  an  illustration,  because,  if  I  talk 
in  abstractions  so  completely,  it  may  be  a  waste  of  time,  for 
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I  probably  cannot  express  it  quite  clearly  enou,2^h  in  the  ab- 
stract. 

Q.  I  want  to  find  out  wbat  it  is  yon  are  trying  to  find. 

]\Ir.  Gordon  :  I  submit  the  witness  ought  to  be  allowed 
to  go  ahead  and  answer  in  his  own  way. 

The  Chairman  (Commissioner  Wallace)  :  If  he  can 
answer  directly,  I  think  he  should  do  so.  If  not,  he  can 
answer  in  his  own  way,  and  we  can  get  the  answer  later. 

The  Witness:  I  think  I  had  better  use  an  illustration, 
although  I  will  have  to  make  it  up  as  I  go  along.  Suppose  a 
property  cost  $100,OCX) ;  that  it  has  the  life  of  20  years,  and 
that  we  take  the  straight  line  method  and  assume  5%  a  year 
of  value  to  go  out  of  that  $100,000.  At  the  end  of  four  years 
there  would  be  four  times  5%,  or  20%,  or  $20,000.  would 
have  disappeared  from  that  $100,000,  and  that  $100,000  would 
now  have  a  depreciated  value  of  $80,000.  Now  suppose  the 
company  had  said  to  the  public,  or  to  its  own  stockholders, 
"Now  one  of  our  expenses  of  operation  is  that  5%.  We 
want  to  keep  our  $100,000  intact.  We  must  collect  from  the 
public  fully  $3,000  a  year  above  our  ordinary  operating-  ex- 
penses, and  above  a  return  on  our  capital — $5,000  to  meet 
this  depreciation."  During  five  years,  then,  the  company 
would  collect  $20,000.  That  $20,000  would  have  gone  into 
the  property,  we  will  assume.  We  will  assume  that  there 
were  extensions  sufficient  to  absorb  the  $20,000.  and.  there- 
fore, you  have  to-day  property  that  nominally  cost  $120,000. 
But  it  has  depreciated  $20,000.  I  am  aware  that  my  mathe- 
matics are  not  quite  correct,  because  I  have  not  allowed  for 
depreciation  on  the  reserve,  but  that  is  a  mathematical  com- 
plication that  I  can  omit  for  the  sake  of  simplicity,  as  it  will 
not  aitect  the  principle  of  the  case  at  all.  Then  at  the  end 
of  the  four  years  in  question,  the  property  still  stands,  in  that 
illustration,  at  $100,000.  But  the  nominal  investment  is  $120.- 
000,  or  the  cost  of  the  property,  in  one  point  of  view,  as  tangi- 
ble assets,  may  be  called  $120,000;  but  that  which  repre- 
sented the  real  investment  was  $100,000.  The  other  $20,000, 
going  into  extensions,  was  merely  put  in  to  meet  the  depre- 
ciation, so  as  to  keep  the  investment  intact  at  $100,000.  Now 
if  that  reserve  was  not  put  in,  or  if  there  were  not  any  ex- 
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tensions  to  put  it  in,  then  at  the  end  of  the  four  years  you 
would  have  collected  $20,000  from  the  public,  which  you 
would  not  have  put  into  the  property,  but  would  have  taken 
out  and  put  elsewhere,  in  some  other  investment,  or  in  bonds, 
or  any  other  place  you  cared  to  invest  it.  You  would  have 
withdrawn  from  your  plant  $20,000.  You  would  have  $80,- 
000  left,  as  your  capital  in  the  plant.  The  other  $20,000 
would  have  been  returned  to  you  by  the  subscribers,  and  you 
would  have  taken  it  away.  But  most  public  utilities  are  grow- 
ing, and  are  able  to  absorb  that  depreciated  reserve  in  the 
extensions. 
By  Mr.  Marve: — 

Q.  After  that  explanation,  can  you  answer  the  question  ? 

(Former  question  read,  as  follows:  "What  are  you  try- 
ing to  find,  the  original  cost  of  the  property,  or  the  amount  of 
money  that  the  investors  took  out  of  their  pockets  and  put 
in  the  property?") 

A.  I  am  trying  to  find  the  original  cost,  which  in  this 
case,  in  my  illustration,  would  be  $120,000,  and  then  later  I 
note  the  fact  that  it  came  from  two  sources;  but  $120,000  is 
the  property  in  this  illustration. 

Q.  Which  is  the  cost  of  the  property  then  ?  What  is  the 
cost  of  that  property  in  your  illustration? 

A.  $120,000;  that  is,  the  physical  assets. 

Q.  That  is  the  original  cost,  then  ?  \\'hen  you  speak  of 
original  cost,  then,  you  mean  the  cost  of  the  property  in 
service  ? 

A.  Yes,  now  in  service. 

Q.  Is  that  the  base? 

A.  Yes. 

O.  Is  that  the  base  that  you  select  for  fixing  rates? 

A.  Less  depreciation  on  it;  the  original  cost,  the  cost  new, 
is  the  cost  of  all  the  property  now  in  use.  not  of  that  which 
has  been  abandoned ;  and,  in  my  illustration  there  is  $120,000, 
the  cost  of  the  property  now  in  use.  The  depreciated,  on 
which  I  base  the  rate,  would  be  $100,000. 

O.  W^hat  is  that  $100,000? 

A.  That  is  the  cost  less  the  depreciation. 

O.  It  is  not,  then,  the  cost  of  the  property? 
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A.  No,  it  is  tlie  cost  less  depreciation. 

Q.  And  the  cost  of  something  less  than  the  property  act- 
ually being  used? 

A.  Certainly. 

Q.  Then  what  is  it?  What  is  your  object  in  making  that 
deduction  ? 

A.  To  get  something  that  is  fair.  You  have  collected 
from  the  public — 

O.  Wait.    Can  you  not  answer  the  question? 

Mr.  Gordon:    You  have  asked  him  for  his  object  and  he 
is  telling  you. 
By  Mr.  :\Iarye:— 

O.  What  is  your  object,  then? 

A.  To  be  fair.  You  collect  from  the  public  $20,000  to 
meet  this  depreciation ;  you  collect  it  without  interest.  You 
would  collect  less  if  it  was  at  interest.  You  collect  it  on  the 
assumption  that,  without  interest,  you  would  need  $20,000 
and  you  get  it,  should  have  it ;  and,  having  collected  the  de- 
preciation charge,  on  the  theory  that  you  have  the  deprecia- 
tion, I  take  you  at  your  word  and  say  I  agree  with  you,  you 
have  met  this  depreciation,  and  therefore,  were  justified  in 
collecting  from  the  subscribers  to  meet  it. 

O.  Then,  if  that  is  true,  and  your  object  is  to  take  out  the 
amount  the  company  has  taken  from  the  subscribers  to  care 
for  depreciation,  why  did  you  not  deduct  the  reserve  for  de- 
preciation from  the  cost,  instead  of  your  estimate  ? 

A.  I  misled  you  unintentionally,  because  in  my  illustration 
here  I  assumed  that  you  were  taking  our  from  the  public  the 
exact  amount  of  $20,000,  which  you  were  entitled  to  take  out. 
Xow  if  you  have  not  taken  it  out,  the  depreciation  has  oc- 
curred just  the  same.  If  you  have  taken  it  out  and  called  it 
surplus,  it  does  not  atTect  depreciation.  If  you  have  not  taken 
a  cent  out,  but  have  paid  it  out  in  dividends  and  have  not 
called  any  of  it  depreciation,  the  depreciation  is  there  just 
the  same.  Time,  obsolescence,  inadequacy  of  working — no 
matter  how  you  keep  your  accounts,  no  matter  whether  you 
are  losing  or  making  money,  the  depreciation  is  there.  Now 
the  question  of  equity  comes  in  when  v,e  discover  whether 
you  earned  enough  so  that  you  could  ha\e  met  that  deprecia- 


Edz^'ord  ]}\  Bciiiis.  1725a 

tion,  if  YOU  had  chosen  1;o  meet  it  by  a  reserve,  and  that 
would  come  in  \Yhen  we  come  to  consider  questions  of  going 
value,  cjuestions  of  whether  you  have  earned  enough. 

O.  Has  this  company,  then,  taken  out  sufficient  to  care 
for  it? 

A.  It  has  of  late  years  more  than  enough,  but  not  in  hi 
whole  history,  according  to  your  own  exhibits,  and  which  I 
have  not,  of  course,  gone  back  of.  I  have  taken  those  abso- 
lutely as  correct.  According  to  your  exhibits  it  has  taken  out 
about  80%,  70%  to  80%,  of  which  is  necessary  under  the 
name  depreciation  reserve,  and  has  taken  or  collected  a  lot 
more  than  the  balance  and  called  it  surplus.  So  the  name 
depreciation  reserve  has  not  covered  enough  money,  but  that 
plus  the  amount  you  call  surplus  has  more  than  covered  it, 
and  even  what  you  call  depreciation  now  more  than  covers  it. 
the  last  three  years — over  half  a  million  a  year  the  last  two 
years. 

O.  That  is  your  opinion  ? 

A.  That  is  what  you  were  asking  for,  was  it  not? 

O.  That  is  your  opinion  ? 

A.  Surely. 

O.  ^^'hat  did  you  do,  when  you  found  that  condition  of 
affairs  ? 

A.  I  set  it  all  out  in  my  exhibit  yesterday  morning,  and 
discussed  it  to  the  extent  that  the  time  limit  seemed  to  per- 
mit, in  view  of  the  haste  we  were  all  in.  I  am  prepared  to 
discuss  it  further  now  if  desired. 

O.  Did  you  try  to  equalize  the  deficiency  in  the  reserve 
by  transferring  a  proper  amount  from  surplus? 

A.  Yes ;  you  will  find  that  here. 

O.  When  you  did  that,  what  did  you,  in  effect,  do?  Did 
you  not,  in  effect,  simply  deduct  the  amount  of  reserves  and 
surplus  ? 

A.  Having  first  done  that,  then  I  further  did  what  I  did 
in  my  testimony  of  two  or  three  weeks  ago.  I  set  up  a  set 
of  figures  here,  on  the  theory  that  I  hold,  that  a  company  is 
not  entitled  to  a  full  return,  and  I  doubt  if  it  is  entitled  to 
much  of  any  return,  on  the  surplus  over  and  above  a  reason- 
able profit,  and  having  satisfied  myself  that  you  had  made  a 
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reasonable  profit.  1  doubtci  your  ri.yiit  to  earn  a  dividend  on 
the  balance  of  the  surplus  not  needed  for  depreciation  pur- 
poses; but.  when  i  came  to  fix  a  fair  value,  1  took  into  account 
many  of  those  things. 

Q.  I  was  trying  to  confine  ourselves  to  one  question  at  a 
time.  Did  you  not,  in  your  exhibit  tiled  \esterday,  attempt  to 
adjust  the  reserve  as  between  reserve  for  de])reciation  and 
surplus,  so  as  to  set  u])  a  reserve  for  depreciation  the  exact 
e<[uivalent  of  what   xou  deducted  for  accrued  de|)reciation  ? 

A.   Ves.  if  I  understand  }-our  question,  1  did. 

O.  Then,  in  effect,  were  you  not  simi)ly  deducting  from 
the  plant  values  the  amount  in  the  reserve? 

A.  No,  r  was  deducting-  from  the  cost  of  the  property 
the  $10,000,000,  or  thereabouts,  in  round  numbers,  the  esti- 
mated depreciation  on  your  life  tables.  That  $10,000,000 
had  been  partly,  to  the  extent  of  between  $7,000,000  and 
$8,000,000,  met  by  what  you  called  a  reserve,  which  had  been 
employed  on  extensions,  and  the  rest  of  it  had  been  met  by 
what  you  called  surplus,  although  you  had  more  surplus  than 
that. 

O.  The  rest  of  the  reserve  for  depreciation  had  l)een 
made  up  out  of  surplus? 

Mr.  Gordon-  :     He  said  the  rest  of  the  $10,000,000. 

A.  The   rest    of    the   amount    required    for   depreciation, 
that  is,  the  rest  of  the  $10,000,000,  had  been  made  up  out  of  a 
portion  of  your  surplus. 
Bv  Mr.  Marve:— 

O.  The  rest  of  your — 

A.  The  $10,000,000,  which,  on  your  basis.  I  had  taken 
as  the  total  accrued  depreciation.  You  made  a  larger  accrued 
depreciation  by  somewhat  over  $1,000,000,  because  you 
applied  your  life  tables  to  the  cost  of  reproducing  the  prop- 
erty, while  T  applied  the  depreciation  to  the  cost  of  the  prop- 
erty, the  actual  cost,  so  I  got  a  figure  of  but  a  little  over 
SIO.000.000.  while  von  had  a  figure  somewhat  over 
$11,000,000. 

O.  In  addition  to  that,  what  did  you  deduct  then? 

A.  After  deducting  the  SIO.425.000  for  depreciation 
from  the  cost,  then  T  went  on  and  deducted  the  real  estate  in 
Philadclohia. 
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O.  1  mean  to  conhne  ourselves  to  this  (jucstion  of  resen'e 
and  surplus. 

A.  That  was  all  I  deducted  from  the  $41,000,000  on  ac- 
count of  depreciation,  if  you  want  to  stop  there. 

O.  Xo,  and  surplus. 

A.  Then  I  deducted  the  halance  of  the  surplus,  as  an 
investment  on  which  I  did  not  think  }ou  were  entitled  to 
earn  6>/.%. 

O.  What   was  that   amount? 

A.  That  amounted  to  $3,364,090. 

O.  If  you  add  that  to  the  ten  million  and  odd  dollars  you 
had  previously  deducted,  would  you  not  get  exactly  the  amount 
in  the  company's  reserve  for  depreciation,  plus  its  surplus  as 
of  that  date?    Do  yon  have  to  fig-iu'e  to  get  that? 

]\Ir.  Gordox  :  Surely.  You  asked  him  a  mathematical 
question,  to  add  it  and  see  whether  it  is  the  same.  There  is 
nothing  else  to  do  that  I  can  see. 

AIr.  AIarve  :    I  think  the  Professor  knows  what  he  did. 

(Question  read.) 

A.  Yes. 
Bv  }*Ir.  Marye  : — 

Q.  And  why  did  you  go  through  all  those  motions  on 
that  exhibit,  when  you  could  simply  have  deducted  those 
things  from  the  plant  value? 

A.  Because  I  wished  to  present  to  the  Commission  a 
basis  of  approaching  the  subject  in  case  they  did  not  go  so 
far  W'ith  me  as  to  cut  out  your  surplus  that  was  over  and 
above  the  amount  required  for  supplementing  the  depreciation. 
I  realized  that,  while  the  position  that  I  referred  to,  of  not 
allowing  the  surplus  was  the  position  taken  by  the  Massachu- 
setts Gas  and  Electric  Light  Commission  for  2.^  years,  it  might 
not  be  the  position  this  Commission  would  take.  Therefore  I 
put  in  here,  as  in  many  other  ])laces.  (juite  a  number  of  com- 
putations, so  that  various  points  of  view  could  be  easily 
worked  out  by  the  Commission,  who  might  follow  me  in  some 
of  my  positions  and  not  in  others. 

O.  You,   in   effect,   took   out   the   company's   reserve    for 

depreciation  and  its  surplus,  and,  therefore,  all  of  its  reserves  1' 

A.  I  did  at  the  start.    Then  I  put  back  that  entire  amount, 
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or  I  put  back  a  liberal  allowance,  to  cover  such  portions  of 
that  and  other  matters  as  might  be  thought  fair,  when  I 
finally  took  $44,000,000  as  a  fair  value. 

Q.  Confine  yourself  to  tliis  (|uestion  now  of  what  you  de- 
ducted, please. 

A.  I  deducted  at  the  start  just  as  you  said,  Vnit  I  was 
afraid  your  question,  if  not  answered  as  I  answered  it,  would 
leave  the  impression  that  I  dropped  the  subject  there,  because 
I  did  not;  that  was  only  one  step  in  the  process.  It  was  not 
my  final  conclusion. 

Q.  What  is  your  opinion?  What  do  you  advocate  using- 
as  a  base,  your  personal  view  ? 

A.  My  personal  view  is  not  the  view  that  I  adopt  in 
rate  cases. 

Q.  I  am  asking  you  for  your  personal  view.  I  want  to 
have  it. 

A.  My  personal  view  is  that  a  company  is  not  entitled, 
in  fairness,  to  any  unearned  increments,  whether  they  come 
from  the  increased  cost  of  labor  and  material  since  the  prop- 
ertv  was  built ;  from  the  increased  cost  of  enafineerino-  in 
reproduction  as  compared  with  the  engineering  necessary  in 
piecemeal  construction ;  whether  it  comes  from  the  increased 
value  of  the  land  used  for  a  public  purpose;  whether  it  comes 
from  the  paving  put  over  mains  or  conduits  at  the  expense  of 
the  city  after  the  mains  and  conduits  were  laid,  but  which 
would  have  to  be  cut  through  in  reproduction ;  or  from  claims 
made  by  the  company  for  going-  value  in  case  it  has  been  a 
prosperous  company.  But  I  recognize,  on  the  other  hand, 
that,  in  states  where  these  principles  have  not  been  applied 
for  so  long  as  they  have  in  Massachusetts,  and  I  might  prob- 
ably add  England,  it  is  probably  fair  to  give  some  recogni- 
tion to  the  much  ridiculed  argument — and  I  think  the  only 
argument  that  has  any  strength,  for  I  do  not  think  going  value 
has  any  whatever — but  to  the  argument  that  is  often  ridiculed, 
of  the  innocent  investor.  I  think  there  is  a  little  to  be  con- 
sidered in  the  fact  that  this  feeling  that  the  increment  is 
unearned,  and  therefore  should  not  be  allowed,  cannot  be  ap- 
plied at  once.  It  takes  time  to  reach  the  position  in  most 
states  that  was  reached  longf  aa:o  in  Massachusetts  with   re- 
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gard  to  that  matter,  and,  therefore,  I  consider  some  com- 
promise, from  the  standpoint  of  fairness,  is  desirable.  Fur- 
thermore, I  recognize  that,  without  using  that  argument,  but 
using  other  arguments,  courts  and  commissions  have  fre- 
quently given — usually  give — somewhat  more  than  the  cost 
less  depreciation,  and,  from  all  points  of  view,  I  feel  entirely 
reconciled  to  some  addition,  or  some  margin — you  can  call 
it  a  margin  on  account  of  omissions  and  errors,  or  of  different 
points  of  view,  arguing  from  the  fact  that  this  idea  of  un- 
earned increments  has  not  been  fully  realized,  although  it  has 
been  considered  for  a  good  many  years.  I  am  quite  willing, 
and  believe  it  is  fair,  to  allow  something  more  in  a  fair  value 
than  what  I  think  we  are  approaching  as  the  ultimate  treat- 
ment of  the  subject,  which  I  think  ultimately  we  are  going  to 
reach,  and  probably  within  10  years — that  is  rather  rash,  to 
say  just  when,  but  w^e  are  approaching  a  time  when,  I  think, 
unearned  increments  will  not  be  allowed  to  public  utilities. 

Q.  And  that  is  what  you  are  striving  for? 

A.  I  certainly  am. 

Q.  If  your  view  is  adopted,  and  you  cut  out  all  the  re- 
serves and  surplus  that  this  company  now  is  carrying  as  lia- 
bilities against  property  that  they  have  and  operate  in  this 
State,  you  will  base  your  rate  on  a  value  less  those  reserves 
and  surplus,  will  you  not? 

A.  I  would  if  I  did  that,  but  I  have  not  done  it. 

O.  The  point  of  view  that  you  have  just  expressed  in 
your  answer,  and  which  you  say  you  are  striving  to  attain, 
will  involve,  or  lead  to,  the  cutting  out  of  the  reserves  and 
surplus  now  carried  by  this  company  as  liabilities  against 
property  which  is  at  present  being  used  for  the  public  service 
in  the  State,  will  it  not? 

A.  No,  not  in  the  sense  in  which  you  use  the  term. 
Speaking  of  the  surplus  first,  it  would  leave  the  surplus  in  the 
position  it  is  left  in  in  English  gas  companies,  where  they 
can  never  earn  a  dividend  upon  it,  but,  in  case  it  is  bought 
by  the  state  or  sold  to  another  company,  it  would  be  paid 
for.  It  is  a  reserve  to  guarantee,  in  a  way,  fixity  of  dividends 
and  to  even  up  matters  in  periods  of  depression,  periods  of 
fluctuating  market  for  materials  and  supplies.     It  is  an  equal- 
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izer,  like  a  reservoir,  and  I  think  it  is  reasonable  that  a 
company  should  have  a  surplus  of  a  moderate  amount  for  an 
equalizer  of  its  dividends  and  an  equalizer  of  conditions  of 
business ;  but  J  do  not  think  a  surplus  should  be  collected  and 
a  profit  earned  on  it.  It  should  be  collected  all  right,  and 
it  should  be  owned  by  the  company  in  case  of  condemnation 
or  purchase  by  another  person,  but  I  do  not  think  it  is  there 
for  the  purpose  of  a  dividend.    But  I  do  allow  it  in  this  case. 

O.  I  am  not  speaking  of  this  case  or  any  other  case.  I 
am  speaking  of  the  opinion  that  you  have  just  given,  as  to 
what  you  are  striving  for,  and  I  ask  you  now,  if  that  object 
for  which  you  are  striving  is  adopted  and  applied  to  this 
company  to-day,  if  the  effect  of  it  will  not  be  to  cut  out 
from  the  base  on  which  they  would  be  entitled  to  earn,  the 
amount  now  carried  by  these  companies  as  liabilities  under 
the  names  of  reserve  for  depreciation  and  surplus? 

A.  I  believe  it  will  cut  out,  as  a  basis  ultimately  for  divi- 
dends or  profits,  those  items.     It  will  not  do  so  immediately. 

O.  Now  if  that  is  cut  out,  and  you  and  the  Commission 
tell  these  companies  they  shall  not  earn  thereon,  will  you 
compel  the  companies  to  continue  to  carry  them  on  the  books 
as  liabilities? 

A.  I  probably  do  not  quite  sufficiently  understand  the 
meanins:  of  your  statement,  "compel  them  to  carry  as  liabili- 
ties." I  would  allow  them  to  collect  from  the  subscriber  a 
sufficient  amount  to  meet  depreciation  and  have  a  reasonable 
surplus  against  these  conting-encies  and  fluctuations ;  having 
allowed  them  to  collect  it,  not  from  their  own  pockets,  but 
collecting  it  from  the  subscriber,  I  would  treat  it  as  a  fund 
for  the  purpose  for  which  it  is  collected,  and  not  anything 
that  belongs  to  the  stockholder. 

Q.  You  are  talking  now  about  whatever  the  companies 
may  hereafter  collect.  My  question  was  directed  to  the  exist- 
ing liability  that  the  company  is  carrying  as  reserve  for  depre- 
ciation and  as  surplus. 

A.  As  to  the  reserve  for  depreciation,  that  was  always 
collected  openly  and  above  board  to  meet  depreciation,  and  it 
came  from  the  consumer  and  does  not  belong  to  the  stock- 
holder.    As  to  the  amount  that  went  into  the  surplus,  there 
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is  a  question  in  my  mind  to  what  extent,  over  and  above  the 
amount  required  to  make  up  deficits  in  the  depreciation  re- 
serve— in  other  words,  how  far  the  true  surphis  should  fail  to 
receive  a  return.  That  question  I  have  not  yet  fully  decided 
in  my  own  mind,  as  to  what  may  happen  10  years  hence,  we 
will  say,  to  surpluses  now  in  existence.  But  at  present  I  have 
resolved  it  in  favor  of  allowing  the  company  a  return  on  those 
surpluses.  In  most  states  I  advised  against  it.  T  did  in 
Massachusetts,  and  the  decision  was  reached,  as  I  once  stated, 
on  that  theory,  of  80-cent  gas  in  Haverhill,  which  did  not 
allow  such  a  return. 

Q.  Is  that  your  answer  to  my  question? 

A.  As  far  as  I  understood  your  question,  I  have  tried 
to  answer  it. 

O.  Then  if  you  cut  it  out,  forbid  earning  on  it,  and  will 
not  say  whether  you  compel  the  company  to  carry  it  as  lia- 
bility, do  you  not  think,  as  sensible  business  men.  these  com- 
panies should  immediately  declare  a  stock  dividend  and  dis- 
tribute it? 

A.  To  my  mind,  stock  dividends  cut  no  figure  either 
way,  because  it  makes  no  difference  what  the  company  does 
in  declaring  dividends.  It  is  what  its  investment  is  and  its 
proper  depreciation  and  its  profits,  and  whether  you  call  two 
shares  one  or  one  share  tw^o,  while  it  does  affect  your  ability 
to  get  money,  perhaps,  from  other  investors,  and  it  may  violate 
present  commission  laws,  and  therefore  its  legality,  as  a  mat- 
ter of  course,  you  will  have  to  consider — I  think  there  is  al- 
together too  much  attention  paid  to  the  mere  volume  of  secur- 
ities and  too  little  to  what  they  represent,  in  most  discussions 
of  the  subject. 

O.  What  has  a  stock  dividend  to  do  with  the  securities  ? 

A.  You  were  talking  about  stock  dividend  just  now,  were 
you  not? 

Q.  Yes,  sir. 

A.  And  so  I  was  trying  to  talk  about  it  too. 

O.  What  has  a  stock  dividend  that  a  company  declares 
to  do  with  its  existing,  outstanding  securities? 

A.  You  mean  a  stock  dividend  it  has  declared  in  the 
past? 
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Q.  No. 

A.  You  arc  asking"  me  what  T  would  think  of  a  stock 
dividend  to  be  made  now? 

O.  Yes.  sir. 

A.  And  I  was  trying  to  answer  it. 

Q.  What  reference  could  that  possibly  have  to  the  out- 
standing securities  of  this  company? 

A.  If  it  did  not  have  any,  then  perhaps  part  of  my  re- 
mark was  not  necessary. 

Mr.  Gordon:  If  you  flouble  the  amount  of  the  stock, 
presumably  the  value  of  your  stock  would  not  be  as  much  as 
it  was. 

The  Witness:  If  you  had  any  stock  dividends,  and  I 
read  of  some  in  your  exhibits,  I  thought  it  had  an  application. 
By  Mr.  Marye  : — 

O.  I  was  asking  about  declaring,  in  the  shape  of  a  stock 
dividend,  this  surplus  and  reserve  now.  \\'hat  reference  could 
that  possibly  have  to  the  amount  of  outstanding  stock? 

A.  I  do  not  know  just  what  you  mean  by  your  question. 

Q.  You  cannot  answer  it? 

A.  I  do  not  know  what  you  mean  by  your  question.  I 
really  do  not  know  what  you  mean. 

O.  You  do  not? 

A.  I  am  not  dodging. 

O.  I  say,  if  you  cut  off  the  present  reserves  for  depre- 
ciation and  surplus,  and  tell  these  companies  they  shall  not 
earn  thereon,  would  not  we,  as  prudent  business  men,  be  jus- 
tified immediately  in  distributing  that  amount  in  the  shape 
of  a  stock  dividend? 

A.  No.  You  would  be  wronging  all  stockholders  of  the 
future,  who  probably  would  not  understand  the  situation  and 
would  buy  probably  on  false  impressions  of  the  situation. 

O.  \Miat  have  the  future  stockholders  to  do  with  an 
existing  surplus? 

Mr.  Gordon  :  I  think  this  is  rather  an  academic  discus- 
sion.    I  do  not  know^  what  bearing  it  has  on  this  case. 

Mr.  Marye:  It  amounts  to  milhons  of  dollars.  That  is 
what  bearing  it  has  on  this  case. 

The  Chairman    (Commissioner  \\'allace)  :     The  ques- 
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tion  of  these  large  funds  certainly  does  come  into  this  ques- 
tion in  some  way,  one  way  or  the  other. 

Mr.  Gordon  :  What  difference  does  it  make  if  they  dou- 
ble the  stock?  The  property  is  worth  just  as  much  as  it  was 
before. 

The  CiiATR^rAX  (Commissioner  Wallace)  :  It  makes  a 
difference  whether  you  are  allowed  to  earn  a  return  on  exist- 
ing surpluses,  or,  in  case  it  is  not  permissible,  then  whether 
or  not  a  stock  dividend  would  be  a  desirable  thing  from  the 
standpoint  of  the  stockholders  and  ot^cers  of  a  corporation 
such  as  this. 

Mr.  Gordox  :  It  could  not  earn  any  more  if  it  made  a 
stock  dividend  than  it  could  before.  It  could  not  aft'ect  the 
earnings.  If  the  Pennsylvania  Railroad  should  double  its 
stock  to-morrow,  it  would  not  enable  it  to  earn  any  more 
money.  The  question  is  what  it  is  to  earn  on  the  value  of 
what  it  has. 

The  Chairman  (Commissioner  Wallace  i  :  That  is 
exactly  what  we  are  getting  back  to,  the  question  of  a  base 
for  a  fair  return. 

Mr.  Gordon  :  Yes,  and  no  matter  how  much  capital  stock 
it  has,  the  rate  is  not  fixed  on  the  capital  stock. 

The  Chairiman  (Commissioner  Wallace)  :  If  a  property 
cost  a  thousand  dollars,  that  is  carried  as  the  capital  of  the 
company,  and  a  fund  is  set  aside  as  surplus.  That,  certainly, 
if  invested  in  the  property,  is  an  original  cost.  The  cost  of 
the  property  is  the  capital  plus  such  other  funds  as  may  be 
there,  less  the  depreciation. 

Mr.  Gordon  :  But  does  not  make  any  difference,  as  the 
Professor  said  a  minute  ago,  whether  you  call  the  stock  twice 
as  much  as  it  is  to-day  or  whether  you  call  it  half  as  much. 
That  would  not  affect  the  rate. 

The  Chairman   (Commissioner  Wallace)  :     It  would  it 
you  said  the  earnings  must  be  only  on  the  capital  and  said 
the  other  funds  were  not  entitled  to  any  return. 
By  Mr.  M.\rye: — 

O.  If  you  deduct  from  original  cost  an  estimate  to  rep- 
resent accrued  depreciation,  in  a  simple  case  I  will  give  you, 
of  where  that  would  result  in  takino-  from  original  cost  about 
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20^/c  to  i-c])resent  accrued  (lc])rcciation,  I  want  to  see  what 
result  yon  wonld  arrive  at.  Take  this  simple  case,  of  where 
you  find  the  original  cost  of  a  telephone  property  will  be,  say, 
$100  a  station,  ^'ou  take  from  that  20%,  and  that  leaves 
you  $80? 

A.  Yes,  I  follow  you. 

O.  ^'on  then  base  your  earnings,  which  you  say,  let  us 
assume,  will  be  8%,  and  S%  on  that  $80  would  be  $6.40, 
would  it  not? 

A.  Yes,  sir. 

O.  As  a  return  on  that  existino;  property? 

A.  Yes. 

O.  Now  suppose  that  you  to-morrow  build  extensions, 
you  put  in  new  money  to  build  those,  and  that  costs  $100  a 
station.  Xow  the  rates  that  you  had  fixed  for  the  existing 
property,  on  the  basis  of  $80  a  station,  would,  when  applied 
to  these  new  stations,  give  you  $6.40  as  the  return,  would  they 
not? 

A.  Yes. 

O.  Then  those  stations  and  that  new  capital  would  only 
be  permitted  to  earn  6.4%,  would  it  not? 

A.  No,  because,  if  you  use  8%  in  the  illustration,  accept- 
ing your  rate  of  return,  I  use  the  8%  on  the  cost  of  the 
entire  property  less  the  depreciation,  and  the  cost — one  statipn 
had  cost  $100  and  had  depreciated  to  $80.  The  other  had 
cost  $100  and  had  not  depreciated  a  cent,  was  just  put  in.  So 
then  I  should  give  8%  on  $180  for  the  two  stations. 

O.  How  could  you  do  that,  if  you  had  previously  fixed 
your  rates  on  the  basis  of  $80? 

A.  Because  you  have  a  system  that  is  so  steadily  growing 
that  fluctuations  are  not  so  radical  as  that,  and  a  moderate 
surplus  will  take  them  up  and  care  for  them.  It  is  not  that 
jumping  up  and  down  in  that  radical  way  that  you  find  in 
any  company  of  large  size,  with  a  great  many  units,  not  all 
being  renewed  one  year,  but  the  renewals  are  pretty  nearly 
regular  and  constant  over  a  iiroperty  of  the  size  of  the  State 
of  Pennsylvania. 

O.  Do  you  suppose  that,  if  you  tell  the  investing  public 
that  you  are  going  to  fix  a  return  on  80%-  of  the  cost  entailed 
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to  them  in  building  the  property,  that  you  are  going  to  get 
new  money  to  put  into  that  property  on  that  basis? 

A.  Yes,  you  will  get  new  money  if  you  tell  them  that 
every  dollar  they  put  in  will  get  8%,  and  that  is  what  I  give 
them,  using  your  8%,  on  every  dollar  they  put  in.  But  this 
is  what  happens :  they  put  in  $100  on  the  first  telephone. 
Then  later  they  must  put  in  a  second  telephone,  that  costs 
them  $100  in  your  illustration.  But  the_\-  do  not  have  to 
raise  and  spentl  $100  for  the  second  telei)hone ;  they  have 
already  raised  $20  from  the  subscriber  on  account  of  the 
depreciation  of  the  first  telephone.  That  onlv  called  for  $80 
from  the  capitalist  when  the}-  put  in  the  second  telephone. 
But  I  want  to  make  a  remark  here  that,  I  think,  will  clear 
the  thing  u\i  somewhat.  I  hold  that  it  will  not  make  a  cent's 
difl:'erence,  in  the  long  run,  if  you  give  a  company  8% — call 
it  8%,  if  you  please,  using  your  illustration — 8%  on  every 
dollar  of  investment  that  they  put  in,  not  taking  anything 
off  for  depreciation,  and  then  collect  from  the  pul^lic,  in  operat- 
ing expenses;  such  a  fund  as,  in  a  sinking  fund  at  8%,  will 
take  care  of  your  depreciation:  because,  if  you  are  going  to 
invest  }'our  depreciation  at  8%,  you  must  not  collect  from 
the  public  but  what  is  necessary  at  8%.  But  if  you  are  going 
to  take  a  straight  line  method  and  collect  from  the  public  as 
much  as  is  necessary,  assuming  you  are  not  going  to  get  a 
cent  from  that  depreciation,  then  you  cannot  turn  around  and 
ask  the  subscriber  to  pay  on  that  depreciation  fund,  because 
you  have  collected  twice  as  much  as  is  necessary  from  him : 
you  have  collected  on  the  assumption  that  there  is  to  be  no 
profit.     That  is  what  the  straight  line  means. 

O.  Then  you  compound  neither  of  them? 

A.  No,  I  do  not  compound  in  the  case  of  the  straight 
line,  but  I  take  the  depreciation  out  of  the  extensions. 

O.  \Miat  are  you  going  to  do  with  the  amount  hereafter, 
that  is  thus  taken  out,  but  remains  unexpended  in  the  re- 
serve? Is  that  going  to  be  entitled  to  the  interest  that  accrues 
on  it? 

A.  On  the  reserve? 

O.  Yes. 

A.  No,  it  is  collected  from  the  public  on  the  theory  that 
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tlicre  is  to  he  no  interest.  That  is  what  yonr  straight  hne 
means. 

Q.  Is  it  not  going  to  earn   interest? 

A.  It  is  investment  that  is  productive,  hut  the  stockholder 
is  to  i;et  no  return  on  it,  because  you  have  collected  r)ii  the 
sup])osition  that  there  is  to  be  no  profit  on  it. 

Q.  i'>ut,  under  the  direction  of  this  Commission,  if  we  in 
the  future  collect  and  set  up  that  fund,  would  you  not  say  that 
the  fund  would  be  entitled  to  the  interest  on  it? 

A.  Not  a  cent,  if  you  collect  on  the  straight  line  method, 
of  course  not.  You  cannot  have  your  cake  and  eat  it.  You 
cannot  collect  on  the  theory  that  you  get  no  interest  and  then 
turn  around  and  exact  interest. 

Q.  We  ?    I  am  talking  about  the  fund. 

A.  The  fund  that  you  collect  from  the  public,  you  collect 
on  the  theory  that — we  will  take  an  illustration,  a  40-year 
life  of  a  building.  If  you  are  not  going  to  get  any  interest,  you 
say.  from  the  public,  you  must  give  me  one-fortieth  of  that 
building's  value  every  year.  If  it  is  a  $100,000  building,  you 
must  give  me  $2,500.  Collecting  $2,500,  you  cannot  turn 
around  and  ask  interest  from  the  public  on  that  $2,500,  be- 
cause you  collect  on  the  theory  that  you  are  not  going  to  get 
any  interest.  But  if  you  are  going  to  get  interest,  even  at 
4%.  you  will  not  collect  but  $1,000  a  year,  for  $1,000  in  a 
sinking  fund  will  make  the  $100,000  in  40  years.  You  cannot 
collect  $2,500  and  then  turn  around  and  ask  the  public  to  pay 
interest  on  it. 

Q.  That  was  not  my  question.  My  question  was  it,  in  the 
future,  under  regulation  and  the  direction  of  this  Commission. 
we  take  out  an  amount  for  depreciation  and  put  it  in  a  reserve, 
whether  that  fund  is  to  be  invested  in  outside  securities  or  is 
to  be  reinvested  in  this  plant,  whether  that  fund  will  be 
entitled  to  any  interest  it  earns — not  the  stockholder  entitled  to 
interest  on  it.  but  whether  the  fund  will  be  entitled  to  the 
interest  it  earns? 

A.  If  it  is  a  fund  invested  in  outside  securities,  it  amounts 
to  a  sinking  fund  theory  and  the  fund  will  be  entitled  to  it. 
If  you  are  going  to  put  it  in  the  property,  on  a  sinking  fund 
basis,  vou  are  entitled  to  a  return,  but  vou  must  make  vour 
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sinking  fund  what  you  are  asking  as  a  return  on  the  rest  of 
your  investment.  If,  however,  you  want  to  collect  it  on  the 
straight  line  basis  and  put  it  in  the  investment,  you  cannot  get 
a  cent  on  it. 

O.  I  am  not  talking  about  what  the  investors  are  going  to 
get.     I  am  talking  about  the  fund. 

A.  You  cannot  collect  from  the  public  twice  as  much  as 
you  want.  You  cannot  even  put  it  into  the  investment  and  put 
into  the  fund  8%  or  7%,  unless  you  collect  a  smaller  amount 
than  }ou  have  set  up  in  all  your  tables,  because  you  have  set 
up  in  all  your  tables  that  the  fund  does  not  accumulate  a  cent. 
You  have  set  up  the  necessary  amount  to  go  into  the  fund 
on  the  theory  that  there  is  no  interest  on  that  fund.  Having 
done  that,  you  cannot  turn  around  and  take  the  other  theory. 
You  have  got  to  take  one  horn  or  the  other,  but  you  cannot 
take  both. 

Q.  I  am  not  talking  about  the  investor. 

A.  Or  the  fund  either.  Your  fund  has  got  to  be  there 
without  interest  or  with  it.  and  the  amount  collected  has  got 
to  be  on  the  basis  of  how  you  are  going  to  use  it. 

Q.  Then  if,  under  my  hypothetical  question,  that  fund  in 
the  future  does  earn  something,  who  will  be  entitled  to  the 
earnings  ? 

A.  I  suppose  the  subscribers  to  the  telephone,  on  the 
ground  that  they  contribute  the  amount :  but  they  contribute 
a  lesser  amount  if  you  are  going  to  be  given  an  earning  on  it. 
It  depends  on  how  you  wish  to  collect  it  and  treat  it.  I  think 
your  straight  line  method  myself  is  all  right.  I  am  not  criticiz- 
ing it. 

Q.  We  will  take  it,  then,  under  your  hypothesis  that  the 
fund  is  not  entitled  to  the  earnings.  Then  we  will  gladly 
take  it. 

A.  I  do  not  think  you  are  entitled  to  it  either,  unless  you 
collect  a  proportionately  smaller  amount.  I  think  my  meaning 
is  clear,  even  though  you  may  find,  by  putting  words  together, 
that  I  have  used  the  wrong  word  here  as  between  fund  and 
company  in  some  hasty  answer.  I  think  mv  meaning  is  per- 
fectly clear. 

O.  I  understand  your  ])resent  position  is,  to  which  you 
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liavc  Icstilicd.  lliat.  while  } on  personally  Ijelieve  in  basing  rates 
and  earnings  \\\nm  original  cost  less  depreciation,  that  you,  to 
save  yourself,  or  as  you  so  well  expressed  it  in  answer  to 
(iovernor  Pennypacker  at  the  last  hearing,  to  throw  an  anchor 
to  windward,  make  some  set-up  from  which  you  can  estimate 
the  cost  to  rci^roduce  the  jiroperty  in  every  case  in  which  you 
testify? 

A.  I  cannot  subscribe  entirely  to  that  question,  Ijecause, 
while  I  did  not  have  time  to  explain  two  or  three  weeks  ago, 
in  a  short  answer  to  Governor  Pennypacker,  I  did  say  a  few 
minutes  ago  that  there  is  an  element  of  fairness  in  my  mind  in 
considering  that  investments  have  not  been  made  fully  with  the 
idea  of  the  company  not  being  entitled  to  these  unearned  in- 
crements, and  so  I  am  entirely  reconciled  to  some  allowance, 
as  I  have  made  in  this  case,  for  something  more  than  the  cost 
less  depreciation. 

Q.  But  you  do  make  a  set-up  frequently,  and  you  have 
done  so  in  this  case,  of  your  estimate  of  what  it  would  cost  to 
reproduce  the  property? 

A.  In  this  case  I  have  taken  your  figures  of  what  it  would 
cost  to  reproduce,  aside  from  going  value,  and  said  it  was 
nearly  S50,000,000,  if  1  have  got  the  figure  rightly.  In  that 
way  I  set  it  up,  in  that  exhibit,  yes. 

O.  Have  you  not  practically  done  that  in  every  case  in 
which  you  have  testified  ? 

A.  Yes,  I  have  recognized  that  point  of  view  as  important 
in  cases  right  along.  I  recognize  that  much  weight  was  still 
attached — I  think  less  and  less  every  year — but  I  think  weight 
is  still  attached,  and  will  be  for  some  years  to  come,  to  the 
cost  of  reproduction  on  the  basis  of  existing  prices. 

O.  In  making  an  estimate  of  cost  to  reproduce  a  prop- 
erty, what  do  you  do?  What  is  the  object  that  you  have 
before  you  ? 

A.  To  determine  what,  with  existing  prices  of  labor  and 
material,  existing  conditions  of  the  streets  and  highways, 
existing  conditions  of  public  opinion  and  law.  would  be  neces- 
sarv  to  reproduce  the  property,  and  then  take  off  for  its  depre- 
ciation. That  is  the  method  followed  by  all  those,  whether 
thev  believe  in  it  or  not.  who  want  to   follow  the  so-called 
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reproduction  method.  There  is  no  doubt  as  to  what  that 
method  is. 

Q.  In  order  to  do  that  you  have  to  assume  that  you  are 
building  a  new  plant? 

A.  Yes. 

Q.  And  a  new  company  ? 

A.  Yes. 

Q.  In  your  assumption,  what  allowance  do  you  make  for 
interest  during  construction  ? 

A.  It  will  vary  with  every  company,  with  the  time  neces- 
sary, and  to  what  extent  you  can  put  parts  of  it  in  operation 
from  time  to  time  before  it  all  is  completed. 

O.  You  recognize  that  as  a  necessary  element  in  the  cost 
to  reproduce  a  property? 

A.  Yes. 

O.  AMiat  allowance  did  yoti  make  for  that  in  your  set- 
up in  this  case  ? 

A.  I  took  everythinp;-  exactly  as  you  had  it  here  and  I 
set  up  your  figure  as  your  cost  of  reproduction.  I  did  not 
criticize  it. 

Q.  Did  that  include  any  interest  during  construction  ? 

A.  I  do  not  recall  at  the  moment,  although  I  had  it  in 
mind  at  the  time. 

O.  Do  ^■ou  know  ?    You  filed  an  exhibit  yesterday. 

A.  Yes. 

Q.  Do  you  know  whether  or  not  yotir  exhibit  included 
any  interest  during  construction  ? 

A.  \Mien  I  put  down  the  figure  yesterday  I  was  under 
the  impression  that  it  did.  but  now  I  think,  as  you  ask  the 
qitestion,  I  recall,  I  believe,  that  on  exhibit,  page  116b,  interest 
is  not  included. 

Q.  Is  it  included  in  your  exhibit  that  you  filed  yesterday  ? 

A.  The  probability  is  that  that  $50,000,000  may  not  have 
included  it.  I  did  not  adopt  the  $50,000,000.  I  just  set  it 
down  as  your  statement,  and  it  may  be  that  the  $50,000,000 
did  not  include  your  interest  during  construction. 

O.  Will  you  please  state  whether  or  not  it  does 
include  it  ? 

A.  I  can  tell  easily  by  referring — ■ 
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O.  Do  you  not  know  whether  you  made  an  allowance  for 
interest  during-  construction  in  your  exhibit? 

A.  I  did  not  adopt  your  estimates,  therefore  I  did  not 
allow  it.  I  simply  put  it  down  in  one  place  as  an  interesting 
figure. 

O.  But  in  your  own  estimate? 

A.  I  made  no  estimate  of  the  cost  of  reproduction.  I 
simply  put  down  a  figure  of  $50,0(X),000  from  Exhibit  O, 
page  43b. 

Mr.  Gordon:  If  it  was  in  your  exhibit  it  is  in  his,  and 
if  it  was  not  in  yours  it  is  not  in  his. 

Mr.  Marye:  Then  he  ought  to  be  able  to  answer  my 
question. 

]\Ir.  Gordon  :     No. 

Mr.  Marye  :  Then  he  does  not  know  what  he  is  talking 
about. 

Mr.  Gordon  :  He  is  not  bound  to.  He  took  your  ex- 
hibit. 

The  Witness  :  The  figures  which  I  used,  and  which  I 
did  not  base  my  testimony  on,  as  the  cost  of  reproduction — I 
did  not  follow  that  theory  at  all,  I  never  made  a  calculation 
based  on  that  $50,000,000,  I  simply  introduced  it  at  the  fourth 
line  from  the  bottom  of  Exhibit  No.  10  yesterday,  and  in 
your  exhibit,  which  I  have  before  me — 
By  Mr.  Marye: — 

O.  What  exhibit? 

A,  Exhibit  O,  page  43b,  showing  the  estimated  replace- 
ment value,  less  deterioration,  as  of  August  31,  1913,  there 
is  given  "total  plant,  $46,715,591,"  and  "other  plant  assets,  $3,- 
264,447."  Those  I  added  together,  making  $49,980,038. 
Then  there  is  given  the  cost  of  establishing  the  business,  and 
that  I  did  not  include,  but  I  believe — I  know  now — in  look- 
ing at  exhibit  116b,  where  the  whole  thing  is  set  up  for  the 
whole  previous  year,  that  the  interest  is  left  out  of  that. 
Your  interest  was  included  among  other  items,  such  as  are 
commonly  called  going  value,  in  your  cost  of  establishing 
business. 

O.  On  both  exhibits? 

A.  On  exhibits  43b  and  42b  vour  cost  of  establishing 
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business  includes,  as  sho^vn  on  page  116b,  interest  and  operat- 
ing expenses  during  development.  It  does  not  state  how 
much  that  interest  is.  or  how  it  is  classified,  whether  some  of 
that  interest  is  interest  purely  on  development,  during  devel- 
opment of  the  property,  or  whether  some  is  that  and  some 
of  it  interest  during  construction  merely.  There  is  some 
testimony  that  would  clear  that  up,  but  I  haven't  it  in  mind 
just  now.  I  do  not  teslif}-,  therefore,  positively  on"  that 
interest. 

O.  So  you  do  not  know  whether  the  $50,000,000  that 
you  use.  having  deduced  it  from  this  Exhibit  O,  includes  any 
interest  during  construction  or  not? 

A.  No,  I  cannot  say  positively. 

Q.  Do  you  not  know  that  it  does  not? 

A.  Xo,  I  positively  do  not.  I  did  know  once,  but  I  do 
not  know  now. 

O.  Did  you  not  study  the  item,  cos1  of  establishing  busi- 
ness, in  this  case? 

A.  I  did  some  time  ago. 

O.  Did  not  that  include  everything  from  the  very  be- 
ginning and  inception  of  the  company? 

A.  I  have  forgotten,  because  I  so  entirely  ignored  it,  as 
a  theory  in  which  I  did  not  believe  at  all ;  but  I  am  perfectly 
willing  to  accept  your  statement,  if  you  say  it  did. 

Q.  Then  it  ought  to  be  added  to  the  $50,000,000? 

A.  In  comparison  with  the  cost  of  the  property,  in  a 
matter  of  comparison  such  as  I  made  here,  then  that  $50,000,- 
000  should  be  increased  by  whatever  was  interest,  not  during 
the  development  of  the  business,  but  that  part  of  the  interest 
which  came  during  construction. 

Q.  Do  you  not  know  from  the  testimony  in  this  case 
that  that  amounts  to  three  millii^n  five  hundred  odd  thousand 
dollars  ? 

A.  I  do  not  remember  the  fi:;ure.  I  am  pre})ared  to  ac- 
cept your  word  for  it. 

O.  And  that  is  an  item  that  you  al)solutely  omitted, 
although  you  had  studied  the  testimony  in  this  case? 

A.  I  did  omit  it  when  I  wrote  that  figure,  which  was  pre- 
pared two  or  three  days  before  I  arrived,  yes. 
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(J.  In  any  estimate  of  cost  to  reproduce  a  property,  do 
you  recognize  an  element  of  organization  and  development  ? 
A.  On  the  reproduction  theory  you  do  have  that. 
Q.  How  can  you  most  easily  arrive  at  that  ? 
A.  By  estimating  generally  that  a  plant  is  entirely  blotted 
out;  that  the  people  have  no  telephone  utility,  for  example, 
in  the  City  of  Philadelphia,  and  some  people  casually  meet  at 
a  club  around  the  street,  and  they  wonder  whether  the  people 
of  Philadelphia  really  would  like  a  telephone  system.     They 
are    not   certain   at   all   about   it.      They   think   perhaps   they 
would.     So  the  first  thing  they  do.  they  get  some  canvassers 
to  go  to  work  and  test  public  sentiment,  feel  it  out  a  little, 
and  perhaps  put  a  few  articles  in  the  j^apers,  and  they  find 
some  response,  and  they  conclude  perhaps  the  people  in  Phila- 
delphia in  1914  might  like  a  telephone  system.     So  then  they 
organize    a   company,    and    see   how   they    can    raise    capital. 
They  get  in  touch  with  lawyers  very  early  in  the  game,  of 
course,  and  prepare  for  the  legal  papers  necessary,  and  then 
they  apply  to  the  proper  authorities  for  the  permit  and  fran- 
chise, and  incorporation,  of  course.     Then  they  complete  the 
raising  of  necessary  funds,  engage  a  proper  office  building, 
and  proceed  to  secure  engineers  to  provide  plans  and  speci- 
fications, and  they  go  out,  with  considerable  eftort  and  trou- 
ble, to  try  and  find  out  where  to  locate  the  cables  and  where 
to   locate   the   switchboards.      They   do   not   know   anything 
about  it.  but  they  always,  by   a  curious   coincidence,   finally 
succeed  in  locating  just  where  the  present  stations  are  and 
switchboards,  and  they  finally  decide  on  exactly  the  present 
cables.    They  knew  nothing  about  it  to  start  with.     They  put 
their  engineers  to  work  to  determine  just  what  the  traffic  will 
require   in   each   street,   and  they   finally   end   in   deciding   it 
requires  just  what  is  there  now,  and  they  ultimately  let  con- 
tracts for  such  part  of  the  work  as  they  do  not  decide  to  do 
by  direct  labor,  and  proceed  with  the  supervision  of  those 
contracts,  the  construction  of  the  property  and  canvassing  for 
business,   and   putting  the   plant   into   operation   as   fast  as 
possible. 

O.  All  that  is  very  real? 

A.  It  is  absolutelv  fanciful  and  fantastic  as  to  anv  con- 
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dition  that  will  ever  confront  a  company  that  is  already  in 
business.  It  never  will  have  to  do  that.  It  never  has  done 
it  to  anything  like  the  extent  proposed  here.  It  is  a  species 
of  dreamland  in\-estigation. 

O.  It  is? 

A.  Yes. 

O.  Is  not  that  exactl}-  what  every  engineer  has  to  do 
to-day  for  a  new  enterprise? 

A.  In  starting  a  small  company  you  do  a  little  of  it 
at  the  very  beginning.  , 

O.  Or  a  large  company? 

A.  Xo.  The  large  company  has  generally  grown  from 
the  small  one. 

Q.  I  am  talking  about  one  starting  to-day,  and  I  hope 
there  will  be  many  of  them,  and  so  do  you. 

A.  You  do  not  start  Pennsylvania  telephone  companies- 
that  way  ever.  They  start  with  small  companies  and  then 
develop,  just  as  even  the  Carnegie  Steel  Company  did,  and 
they  grow  by  piecemeal  extension,  and  they  charge  to  the 
public,  and  ought  to  charge  to  the  public,  almost  all  of  their 
canvassing  and  soliciting,  and  most  of  their  engineering, 
as  part  of  their  operating  expense. 

O.  You  are  talking  about  the  past  companies.  I  am 
talking  about  one  starting  to-day. 

A.  You  will  not  have  one.     You  are  all  in  dreamland. 

Q.  How  would  you  develop  the  water  power  of  Cali- 
fornia to-day?     Coidd  you  do  it  by  a  little  company? 

A.  You  are  doing  it  by  companies  taking  over  various 
water  power  plants.  For  instance.  Los  Angeles  is  doing 
a  certain  amount.  San  Francisco  is  proposing  to.  The 
Pacific  Gas  and  Electric  Company  is  doing  considerable. 
There  are  various  companies  at  Avork  on  it.  Byllesby  is 
doing  something. 

O.  A\'ould  not  an  engineer  who  is  asked  to  estimate  on 
what  it  would  cost  a  banker,  an  investor,  to  start  an  enter- 
prise of  that  character,  have  to  go  through  just  what  you 
have  outlined? 

A.  If  you  are  going  to  start  the  thing  like  Minerva 
from  the  brain  of  Jove,  you  have  got  to  do  it  all  at  once; 
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but  that  is  IK  it  the  \va_\'  tlic  thing-  starts  in  most  cases.  I 
admit  that  there-  arc  some  that  do  start  that  way  all  at  once, 
like  the  Panama  Canal  and  the  Cape  Cod  Canal,  but  I  say 
in  general  that  is  not  the  way  these  things  grow. 

Q.  In  the  cases  in  which  yoti  have  testified,  and  given 
}Our  estimate  of  the  reproduction  cost,  have  you  not  in- 
cluded an  element  for  organization  and  development? 

A.  Certainly. 

Q.  Of  an  existing  company  ? 

A.  The  reproduction  theory  requires  it. 

Q.  So  you  go  through  all  those  things? 

A.  Certainly. 

O.  And  you  put  figures  in? 

A.  Yes. 

O.  How  do  you  do  it? 

A.  It  is  on  that  basis,  of  what  it  would  cost  under  that 
theory. 

O.  Then  yon  reduce  it  to  a  percentage,  do  yon  not? 

A.  Yes. 

O.  And  }ou  apply  that  percentage  to  what? 

A.  To  what  are  generall}'  called,  or  may  well  be  called, 
base  figures ;  base  figures  representing  usually  what  the  ma- 
chinery costs,  laid  down  at  th-e  place  of  use,  perhaps  installed, 
as  the  contracts  usually  call  for  installation — they  do  in  some 
cases ;  other  kinds  of  apparatus  will  consist  of  cost  f .  o.  b. 
cars,  at  the  place  of  use,  plus  cartage  and  haulage  and  erec- 
tion b\-  other  contractors:  in  the  case  of  a  building  it  will  not 
only  be  the  labor  and  material,  but  there  will  be  the  archi- 
tect's fees,  and  what  a  contractor  would  charge.  In  the  case 
of  a  distributie)n  system  frequently  it  is  not  a  contractor,  but 
is  directly  done. 

O.  W  hat  percentage  do  you  usually  use? 

A.  All  the  way  from  127c  to  ZO^r. 

O.  You  do,  for  that  ? 

A.   I  meant  for  all  the  overhead. 

O.  Hut  I  am  talking  about  this  one  item. 

A.   It  varies  so  much  that  I  do  not — 

O.  \\  hat  do  you  use  ? 

A.  I  have  not  in  mind  to  testify  for  any  particular  com- 
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pany  now,  but  all  the  overhead  charges  in  general  run  from 
12%  to  20%,  usually  from  14%  to  18%.  That  includes  in- 
terest during  construction. 

O.  But  do  you  not  give  a  specific  item,  which  you  call 
organization  and  development,  or  preliminary  organization 
and  development,  and  put  dollars  opposite  that  specific  item? 

A.  But  I  always  do  that  after  specific  study,  and  I  am 
not  prepared  to  say  what  I  did  in  any  particular  case  now. 

Q.  Do  you'  not  always  get  at  it  by  a  percentage  ? 

A.  I  sometimes  try  to  get  the  dollars  first  that  will  prob- 
ably be  secured,  and  then  see  what  it  amounts  to  in  the  shape 
of  a  percentage,  for  easy  use  afterwards. 

Q.  \\'hat  percentage  do  you  use? 

A.  I  cannot  testify  on  that  now.  I  testified  as  to  the 
aggregate,  how  it  usually  works  out.  It  usually  works  out 
from  14%  to  18%,  and  that  is  what— 

Q.  I  mean  for  this  specific  item? 

A.  No,  all  the  overhead. 

Q.  But  you  always  put  something  for  this  specific  item  ? 

A.  I  am  not  going  to  testify  on  that,  because  I  have  not 
those  figures  in  mind,  and  I  have  learned  long  ago  not  to 
testify  from  memory  on  those  matters. 

6.  Have  you  included  in  the  $50,000,000  anything  for 
this  item  ? 

A.  I  have  done  nothing  except  what  I  did  just  for  a 
mere  matter  of  reference,  took  what  I  thought  you  called  your 
reproduction.  If  it  did  not  include  all  that  you  call  the  repro- 
duction, then  it  is  subject  to  correction. 

O.  Did  you  not  know  it  did  not  include  anything  for 
organization  and  development? 

A.  Organization  and  development  of  the  physical  prop- 
erty I  thought  was  included,  but  not  organization  and  develop- 
ment of  the  business. 

Q.  \\'here  did  you  get  the  idea  that  the  organization  and 
development  of  the  physical  property  was  included? 

A.  I  got  it  from  the  fact  that  you  placed,  side  by  side, 
on  page  116b,  the  actual  cost  as  compared  with  what  it  would 
cost  to  replace,  and  that  was  for  the  previous  year,  1912,  and 
the  same  figures  were  repeated  when  you  came  to  compare 
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1912  with  1913,  and  opposite  certain  elements,  called  organi- 
zation and  development,  selling  service,  interest,  and  operat- 
ing expenses  during  development,  you  placed  nothing  for 
auditor's  book  value,  which  at  other  places  was  referred  to  as 
cost,  shown  by  the  books,  and  you  called  it  all  establishing 
business.  That  was  the  heading,  and  it  was  added  up  and 
called  "total  cost  of  establishing  business."  while  all  above  that 
was  referred  to  as  ''plant  assets."  The  words  seemed  to  me  to 
mean  that  you  were  talking  about  what  is  commonly  called 
going  value. 

Q.  But  }0U  have  stated  that  you  read  the  evidence  in 
this  case? 

A.  That  was  some  time  ago,  and  I  have  not  gone  all 
through  the  evidence  since. 

O.  Now  that  your  recollection  is  refreshed,  do  you  not 
know,  as  a  matter  of  fact,  that  not  one  cent  for  organization 
and  development  of  anything  is  included  in  the  $50,000,000? 

A.  No,  I  do  not,  but  I  will  take  your  word  for  it,  if  you 
say  so. 

]\Ir.  Gordon  :  That  is  just  a  repetition  of  what  we  had 
half  an  hour  ago.  ^^'e  have  not  progressed  an  inch  in  half 
an  hour. 

Mr.  AIarve  :  Professor  Bemis  frankly  stated  that  he 
knew  nothing  about  the  conditions  here  and  that  he  was  talk- 
ing from  the  record. 

Mr.  Gordon:    I  object  to  it  as  useless  cross-examination. 

Mr.  Marye:     It  amounts  to  millions  of  dollars. 

Mr.  Gordon  :  The  witness  has  testified  over  and  over 
again  that  he  never  made  a  computation  of  going  value.  He 
simply  took  your  exhibits  and  put  them  in. 

The  Witness  :     I  did  make  a  computation  from  the  his- 
torical point  of  view. 
Bv  Mr.  Marye: — 

O.  \\  ould  you  not  have  to  include  something  for  that 
item  of  organization  and  development,  to  get  a  fair  figure? 

A.  On  the  reproduction  theory,  yes. 

O.  And  vou  do  not  know  whether  it  is  included  in  the 
$50,000,000?  " 

A.  No. 
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O.  And  that  you  say  after  having  qualified  yovirself  as 
elaborately  as  you  did  the  last  time  from  your  study  of  this 
case  from  the  evidence  and  exhibits? 

A.  I  carefully  avoided  using-  anything  that  took  that  $50,- 
000,000  into  account,  or  your  estimates,  because  I  had  no 
faith  in  the  theory.  I  built  nothing  on  it.  All  you  are  refer- 
ring to  is  a  mere  parenthetical  statement  thrown  in  here. 

O.  Then  what  does  the  $50,000,000  on  your  Exhibit 
10,  or  what  not,  that  you  put  in  yesterday,  mean? 

A.  It  only  means  that,  when  I  put  it  down,  I  thought 
the  $50,000,000  meant  your  replacement  of  the  physical 
property,  because  you  called  it  total  plant  assets. 

O.  But  did  you  not  take  the  $50,000,000  and  your  $38,- 
000,000  and  add  them  together,  making  $88,000,000,  and 
then  divide  that  by  2  and  get  844,000,000? 

A.  It  makes  that  by  that  division,  but  I  did  not  reach 
it  in  that  way.  I  testified  to  S44,000,000  and  put  it  at 
$44,000,000  before  I  knew  that. 

O.  How  did  you  get  your  $44,000,000? 

A.  It  was  merely  somewhat  of  an  addition  over  and 
above  the  figures  of  $38,000,000.  I  had  $43,501,168  in  Ex- 
hibit 10  as  the  maximum  which  you  could  claim,  I  held, 
on  the  basis  of  the  cost  theory  plus  the  increase  in  the 
value  of  the  land,  plus  your  surplus,  and  adding  those 
together  gave  $43,501,168.  I  did  not  consider  you  entitled 
to  that  maximum,  but  I  said  we  would  call  it  $44,000,000. 

O.  It  was  not,  then,  the  difference  I  mentioned? 

A.  Xo. 

O.  A'ery  remarkable,  isn't  it,  that  it  happened  to  hit 
that  way  just  exactly? 

A.  I  testified  to  it,  I  think,  in  a  previous  hearing,  $44,- 
000,000. 

Q.  \\here  did  you  get  the  $38,000,000  you  used  in 
that  exhibit? 

A.  It  is  all  explained  right  here. 

O.  ^^'here  on  that  exhibit  do  you  find  any  $38,000,000, 
above  the  line  where  you  put  in  $38,000,000? 

A.  If  you  turn  to  Exhibit  10,  you  will  see  the  figures 
all  worked  out. 
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(J.  Do  you  rtiul  $38,000,000  worked  out  there ? 

A.  It  was  $37,880,978.     It  is  practically  $38,000,000. 

Q.  That  is  what  you  are  taking? 

A.  Yes. 

O.  Then  ^•ou  arc  excluding  the  increase   in  lanfl? 

A.  N'es.  and  the  l'>road  and  Spruce  Streets  property  and 
the  surplus. 

O.  We  arc  to  understand,  then,  that  this  $38,000,000 
that  you  have  here  as  the  minimum — 

A.  $37,880,978  is  the  real  minimum. 

Q.  Why  did  you  not  put  that  down  instead  of  $38,- 
000,000? 

A.  For  round  figures. 

O.  That  excludes,  then,  the  increased  value  of  the  land? 

A.  Yes,  it  does. 

O.  And  the  Broad  and  Spruce  Streets  property? 

A.  It  does. 

Q.  You  intended  to  use  that  as  your  minimum? 

A.  I  did,  but  I  did  not  consider  that  quite  fair.  I  think 
something  should  be  added  to  that,  and  so  I  added  up  even 
above  the  $43,501,168,  and  made  it  $44,000,000. 

O.  That  was  your  anchor  to  windward? 

A.  That  was  what  I  considered  a  fair  value. 

O.  In  your  qualification  you  stated  that  you  worked 
for  the  Public  Service  Commission  of  the  District  of  Colum- 
bia, making  an  appraisal  of  the  properties  of  all  of  the 
utilities  operating  in  the  District  of  Columbia? 

A.  Yes. 

Q.  On  w^hat  basis  are  you  going  to  make  that  appraisal? 

A.  On  both  bases. 

Q.  You  are  going  to  make  it  on  the  reproduction 
theory  ? 

A.  I  am  trying  to  follow  absolutely  the  law,  which 
requires  certain  things  very  definitely,  and  the  Commis- 
sion have  asked  me  to  give  them  everything  that  that  law 
requires. 

Q.  Now  proceeding  on  your  reproduction  theory,  what 
are  you  going  to  allow. for  organization  and  development? 

A.  I  have  not  decided  yet. 
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O.  Are   you   going  to  allow   anything? 

A.  Certainly. 

O.  And   for   interest   during  construction? 

A.  Certainly. 

O.  And  for  cost  of  attaching  the  business? 

A.  Certainly.  I  shall  take  all  the  items  that  enter  into 
the  theory  of  reproduction,  practically  all  that  you  have 
here. 

O.  That  includes  cost  of  attaching  the  business? 

A.  That  is  set  up  as  the  cost  of  development,  or  the 
going  value,  as  required  by  the  law.  as  an  element  of  value, 
as  I  understand  it,  that  I  have  got  to  set  up. 

Q.  You  have  nothing  to  cover  that  element  of  attach- 
ing the  business  as  included  in  this  $50,000,000  you  have 
here? 

A.  No. 

O.  Nothing? 

A.  I  assumed  that  had  nothing  to  do  with  what  might 
be  called  the  going  value.  A  going  value  usually  covers 
most  of  the  development  of  the  business,  but,  so  far  as  you 
refer  to  the  organization  and  development  of  the  company 
before  it  begins  construction,  that  is  different,  in  my  opin- 
ion, from  what  might  be  called  the  development  of  the  busi- 
ness, the  canvassing,  the  getting  of  customers,  and  perhaps 
interest  lost  and  profits  lost  as  between  a  comparative  plant, 
or  hypothetical  plant,  as  it  is  often  called,  and  the  present 
plant  if  it  kept  on.  That  is  a  going  value  study.  But  you 
can  use  the  words  organization  and  development  in  both 
cases,  if  you  please. 

O.  I  was  talking  about  the  element  of  attaching  cus- 
tomers. 

A.  That  element  I  place  with  the  going  value  compu- 
tation. 

Q.   But  it  is  an  element? 

A.  Yes. 

O.  Is  anything  for  that  included  in  the  $50,000,000  that 
you  have  put  on  this  exhibit? 

A.  No,  I  do  not  suppose  so. 

Mr.  Gordox  :     This  is  the  fourth,  or  fifth  time  now. 
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i\1k.  Makm::      Jhcy  arc  all  dilYerciU  items. 

Mr.  Gordo .v  :  He  told  you  nothing  was  in  here  that  was 
not  on  your  exhihit. 

Mr.  JVIarvi-::  It  all  amounts  to  millions  of  (Ujllars,  under 
any  hypothesis,  whether  it  is  to  be  included  or  not  to  be  in- 
cluded.    I  want  to  know  whether  anything  is  left  out. 

Mr.  Gordon  :  Tiu'n  to  your  evidence  and  you  will  find 
it,  because  they  are  your  own  figures. 

The  Witness:     I   did  not  intend  to  include,  and   I   do 
not  suppose  the  $50,000,000  does  include,  anything  for  going 
value. 
By  Mr.  Marye: — 

Q.  Then  the  result  which  }ou  have  placed  here,  or  tried 
to  place  here,  and  that  you  will  get  in  any  case  by  that  method, 
by  simply  taking  the  cost  to  reproduce  the  physical  plant,  will 
be  the  same  whether  the  company  is  in  fact  in  operation,  or 
whether  it  is  just  a  company  having  a  plant  with  no  customers 
and  no  operation? 

A.  If  you  omit  going  value,  of  course. 

Q.  And  you  have  omitted  it? 

A.  Going  value  is  a  separate  computation. 

Q.  You  have  not  taken  into  consideration  the  fact  that 
this  is  a  going  plant? 

A.  Yes. 

Q.  How  do  you,  if  you  get  the  same  result  that  you  have 
gotten  if  the  company  was  not  in  fact  a  going  one? 

A.  I  wish  to  be  frank  with  you ;  I  have  not  taken  into 
account  what  you  claim  as  a  necessary  corollary  of  its  being 
a  going  plant. 

Q.  Do  not  speak  of  what  we  claim.  Take  what  you  have 
done. 

A.  I  have  done  this.  I  have  taken  the  position  that  the 
cost  which  I  have  followed  as  the  nearest  approach  to  justice, 
cost  to  the  investor — although  I  added  to  it,  as  you  know — 
but  starting  out  with  the  theory  that  cost  makes  the  nearest 
approach  to  justice,  I  have  recognized  that  cost  does  not  give 
value  at  all,  or  even  a  fair  value  perhaps,  unless  you  assume 
that  there  is  a  business  attached.  As  Mr.  Stevens  said  in  the 
Buffalo  Cataract  Case — 
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Q.  Please  give  your  opinion. 

A.  Yes,  it  is  my  opinion.  I  am  speaking  of  the  Chairman 
of  the  New  York  Commission  of  the  Second  District,  whose 
opinion  I  adopt  and  have  held  right  along — that  this  same 
telephone  property  of  Pennsylvania,  costing  what  it  has,  placed 
in  North  Dakota  would  be  comparatively  of  little  value  except 
as  junk.  Then  if  I  assumed  that  it  is  placed  in  Pennsylvania, 
unless  I  assume  it  is  adapted  for  its  purpose,  it  ought  not  per- 
haps to  have  a  value  even  of  its  cost.  I  have  assumed  it  had 
an  attached  business,  a  going  business,  sufficient  to  make  it 
fair  to  allow  that  plant  for  rate  purposes  an  amount  at  least 
equal  to  its  cost.  In  so  doing  I  have  given  it  what  I  know  to 
many  appears  ridiculous,  but  I  consider  that  it  is  not — I  have 
given  it  a  species  of  going  value.  I  recognize  frankly  that  it 
is  not  what  the  engineers  of  the  company  generally  call  going 
value,  and  I  am  not  trying  to  sail  under  false  colors  in  the 
matter.  It  is  a  species  of  going  value  which  I  have  given  it. 
however. 

Q.  Is  it  what  I  am  talking  about  as  going  value? 

A.  I  say,  it  is  not  what  you  talk  about  as  going  value ;  it 
is  a  different  species. 

Q.  Did  I  use  the  word  "going  value  ?" 

A.  I  believe  it  has  been  used  by  your  witness  right  along. 

Q.  I  asked  you  a  question. 

A.  I  think  I  interpreted  the  spirit  of  your  question. 

Q.  I  will  repeat  the  question:  did  you  take  into  con- 
sideration the  fact  that  this  was  a  going  concern  ? 

A.  Yes. 

Q.  Notwithstanding  the  fact  that  the  figures  you  arrive  at 
would  have  been  the  same  in  a  company  that  was  a  going 
concern  and  a  company  that  did  not  have  any  business  at  all? 

A.  No  ;  I  should  not  have  allowed  the  same  result  if  the 
company  were  located  in  North  Dakota,  with  the  same  in- 
vestment. 

Q.  If  you  arrived  at  this  method  of  the  cost  to  reproduce 
it,  would  you  not  necessarily  do  that? 

equal  to  its  cost  if  it   h.ad  not  a  business,  or  a   business  to 
justify  its  cost. 

A.  I  should  not  give  a  company  a  rate  for  rate  purposes 
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(J.  Can  \vc  not  confine  ourselves  to  the  cost  to  reproduce? 

A.  No,  I  cannot  answer  your  question  without  explaining 
my  answer. 

Q.  In  your  nictliod  of  arriving  at  the  cost  to  reproduce  a 
company,  will  you  not  get  the  same  answer,  irrespective  of 
the  question  as  to  whether  the  company  is  a  going  one  or  not  ? 

A.  Yes,  the  cost  of  reproduction  will  he  the  same,  hut  the 
fair  \a\ue  might  be  very  different. 

Q.  Then  how  could  that  cost  of  reproduction,  thus 
reached,  take  into  consideration  the  fact  that  the  company  is  a 
going  concern  ? 

A.  I  did  not.  in  the  first  place,  make  a  cost  of  reproduc- 
tion. I  did  not  follow  it.  I  do  not  believe  in  it.  I  attempted 
to  reach  a  fair  value,  but  in  the  fair  value  I  did  assume  that  it 
had  a  business  that  justified  its  cost,  and  I  added  something. 

Q.  Then  you  think  that  the  value  of  a  company  as  a  going 
concern  is  represented  by  the  diff'erence  between  the  junk  and 
the  depreciated  value  of  its  physical  plant  ? 

A.  I  think  that  is  all  that  it  is  entitled  to,  save  in  cir- 
cumstances where  it  can  be  shown  that  it  has  failed  to  make 
anything  like  a  reasonable  return.  Then  there  should  be  some 
consideration  in  some  way  given  to  it — I  prefer  it  in  the 
rate  of  return  rather  than  in  any  other  way — on  account  of 
its  hard  sledding,  if  it  can  be  shown  to  have  had  such. 

O.  If  you  were  estimating  for  a  new  company  that  has 
not  a  business,  you  would  have  to  estimate  what  it  would 
cost  that  company  to  attach  business  to  it.  would  you  not? 

A.  I  should  estimate  that,  and  the  income  which  I 
would  be  allowed  to  earn  and  wdiether  the  commissions 
would  allow  me  to  charge  for  those  development  costs.  If 
I  was,  they  would  not  be  capital  charges. 

O.  They  would  not  ? 

A.  I  mean  if  the  Commission  would  allow  me  to  put 
canvassing  and  soliciting  in  operating  expenses,  as  the  Inter- 
state Commerce  Commission  always  does. 

Q.  But  in  a  new  company  there  is  nc^  income.  In  esti- 
mating for  a  new  company,  would  you  not  have  to  allow, 
in  your  capital,  for  the  cost  of  canvassing? 

A.  Xot  necessarily.    Vou  would  have  to  allow  for  your 
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deficits,  which  }-oii  might  call  the  same  thing.  What  I 
should  do  would  be  to  put  the  canvassing  and  soliciting  as 
an  operating  expense,  and  the  difference  between  the  total 
expenses  thus  calculated  and  the  total  revenue,  together 
with  the  return  I  ought  to  expect  on  my  construction  cost, 
would  represent  a  return  which  might  be  such  a  deficit 
below  a  reasonable  amount  that  I  had  an  equitable  claim 
against  the  public  for  the  loss. 

Q.  How  could  you  do  that  if  the  company  was  starting 
new  ? 

A.  A  new  company  w^ould  probably  have  to  issue  notes, 
or  other  evidences  of  indebtedness,  or  else  go  without  divi- 
dends. 

O.  A  new  company  could  not  have  dividends,  could  it? 

A.  A  new  company,  for  the  first  few  years,  might  not 
only  not  pay  any  dividends — contrary  to  the  15%  your  com- 
pany paid — but  they  might  go  without  any  dividends  and  they 
might  even  have  to  issue  notes  to  cover  development  or 
canvassing  expenses. 

Q.  Is  that  your  answer  for  your  estimating — 

A.  And  I  would  estimate  wdiat  that  would  be. 

Q.  No,  I  am  talking  about  your  estimate  of  a  company 
starting  new.  You  are  in  advance  now  of  operation.  We 
are  at  a  period  now  w^here  there  is  no  income. 

A.   Before  au}^  income? 

Q.  Yes. 

A.  All  expenses  before  the  income  began  would  be 
included  in  the  expense  that,  in  some  way,  must  be  provided 
for.     It  Avould  be  a  cost  to  the  stockholder. 

O.  Exactly,  and  a  capital  cost? 

A.  Whether  it  should  be  permanently  capital  cost  is 
another  question.    It  would  be  temporarily  so. 

Q.  That  you  would  have  to  estimate  for  it? 

A.  You  would.  Of  course,  you  might  estimate  that  the 
profits  would  entirely  meet  that  in  a  year  or  two,  but  you 
would  have  to  estimate  your  profits  too,  of  course.  You 
would  have  to  estimate  everything. 

Q.  In  other  words,  if  you  were  estimating  for  a  com- 
pany starting  new,  would  you  not  have  to  do  exactly  what 
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Ml".  Ilayward  did  in  lii.s  cstimalc  of  the  cost  of  establishing 
the  business  in  this  case? 

.\.  Under  the  conditions  that  he  confronted,  that  he  was 
to  reproduce  inside  of  a  reasonable  period  the  entire  prop- 
erty of  The  Bell  Telephone  Company  of  Pennsylvania — that 
it  was  all  blotted  out,  a  big  earthquake  had  destroyed  it  all 
— I  think  his  method  was  carrying  out  the  orthodox  method 
of  getting  at  reproduction  value. 

Q.  Is  not  tliat  wiiat  every  engineer  has  to  do? 

A.  Yes. 

Q.  When  he  is  called  in  by  a  banker  to  advise  him  as 
to  what  the  banker  will  have  to  put  up  if  he  is  to  go  into  a 
new  enterprise,  start  a  new  enterprise  of  any  character  or 
description? 

A.  Yes,  except — 

Q.  Is  it  not  done  every  day  in  this  world  by  engineers  ? 

A.  But  usually  they  do  not  face  the  idea  of  building  a 
whole  property  equivalent  to  this,  sixty  odd  million  dollars, 
perhaps,  or  fifty  odd  million  dollars,  in  two  or  three  years. 
They  expect  to  start  in  a  smaller  way,  and,  as  they  grow,  those 
development  expenses  will  be  charged  to  operation,  and  profits 
will  come  in  more  rapidly. 

O.  That  will  depend,  of  course,  on  the  magnitude  of  the 
problem  ? 

A.  Certainly. 

Q.  But,  whatever  its  magnitude,  the  engineer  will  have 
to  go  through  just  the  estimates  that  ]Mr.  Hay  ward  went 
through  ? 

A.  The  method  will  be  followed. 

O.  Irrespective  of  the  magnitude  of  the  problem? 

A.  Certainly. 

By  Commtssioxer  Wright: — 

Q.  I  would  like  to  ask.  would  an  investor  be  justified  in 
investing  in  the  capital  of  a  company  similar  to  this,  basing 
his  judgment  upon  the  report  of  his  engineer  as  to  its  repro- 
ductive value? 

A.  He  would  want,  of  course,  information  based  on  other 
data  that  other  men  would  furnish  him  about  the  same  busi- 
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ness.  perhaps  in  other  states.  For  example,  if  the  telephone 
properties  of  Pennsylvania  were  blotted  out  and  he  was  ques- 
tioning whether  it  would  pay  to  put  in  a  telephone  property 
to  cover  the  State  of  Pennsylvania,  he  perhaps  would  want 
to  know  how  telephones  had  paid  in  New  York,  or  in  Ohio, 
or  in  Massachusetts.  There  might  be  something  else  beside 
the  mere  cost  of  duplication  that  he  would  want  to  know. 

Q.  Based  upon  its  past  dividend  record  and  its  earnings; 
of  course,  he  would  take  that  into  consideration.  Without 
the  assistance  of  an  engineer,  he  could  get  that? 

A.  Yes.  Now  if  the  problem  before  him  consisted  in 
facing  a  situation  where  there  was  no  telephone  in  Pennsyl- 
vania, at  least  none  belonging  to  the  Bell  System,  and  he  had 
to  reproduce  it  all,  he  would  take  into  account  the  cost  of 
reproduction,  and  such  other  information  as  he  could  gather 
about  the  prospects  of  the  company,  or  such  other  companies 
as  he  might  learn  about. 

O.  But  that  would  be  really  the  best  basis  for  his  esti- 
mate of  the  value  of  that  stock,  would  it  not? 

A.  Under  those  unreal  conditions.  Of  course,  that  is  the 
trouble  I  find  with  it,  it  is  based  on  living  in  Mars,  has  noth- 
ing to  do  with  anything  on  the  earth,  because  there  is  no 
such  thing — you  are  blotting  out  the  history  and  blofttiing  out 
the  property.  You  see,  it  is  not  even  analogous  to  what  hap- 
pens in  competition,  where  your  price  may  be  afifected  by  some 
theory  of  normal  cost ;  but  that  is  based,  not  on  what  it  would 
cost  to  duplicate  a  property  now  in  existence,  but  what  it 
would  cost  to  put  down  the  most  up-to-date  property,  the 
most  up-to-date  machinery,  with  the  cheapest  methods,  not 
locating  even  on  the  expensive  land  that  is  now  occupied, 
but  on  land  that  will  answer  the  purpose  in  some  good  place. 
The  reproduction  theory  does  not  follow  the  basis  of  compe- 
tition at  all.  The  cotton  mill  has  to  fear,  not  what  it  would 
cost  to  manufacture  cotton  in  an  identical  mill,  located  on 
the  identical  land,  that  a  competitor  might  put  up  if  you 
could  assume  this  cotton  mill  destroyed,  but  what  a  cotton 
mill  proprietor  could  make  cotton  for  who  was  free  to  take 
the  latest  cotton  machinery  and  locate  on  the  cheapest  land 
that  would  answer  his  ])urposc,  and  who  would  have  before 
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him  the  fact  that  he  did  not  have  to  go  all  through  the  past 
experience  of  this  company  in  cultivating  a  market  for  cotton 
cloth.  The  market  is  pretty  well  made  for  him,  and  he  has 
simply  to  throw  his  cotton  into  the  market.  So  I  think  there 
is  something  extremely  unreal  about  this  method.  It  is  at- 
tempting to  apply  to  an  established,  big  company  what  the 
small  company  goes  through  with. 

Q.  But  is  there  anything  unreal  in  my  question,  of  how 
would  a  prospective  investor  decide  as  to  the  value  of  the 
securities  in  which  he  intended  to  invest?  That  is  what  I 
asked  you. 

A.  If  I  understand  your  question,  it  is  based  on  the 
theory  that  there  is  no  telephone  property  in  the  State. 

O.  No,  I  say  in  a  going  concern. 

A.  If  I  understand  your  question,  you  are  assuming  that 
there  is  no  Bell  telephone  system. 

Q.  No,  I  am  assuming  that  an  investor  is  offered  stock 
for  investment  in  a  going  concern. 

A.  Oh,  yes,  now  I  get  your  point.  I  think  I  did  not 
understand  it  before.  You  are  assuming  now  what  would 
induce  an  investment  in  an  old  and  established  company.  I 
think  you  w'ould  be  influenced,  first,  by  the  prospects  of  con- 
tinued return,  of  what  return  you  would  be  likely  to  re- 
ceive. 

Q.  Based  upon  the  past  ? 

A.  Based  upon  the  past,  and  based,  in  the  case  of  a 
public  utility,  on  what  you  thought  would  be  the  public  utility 
rulings.  You  would  investigate  them,  in  view  of  the  fact  of 
a  commission,  assuming  that  to  exist.  You  would  immed- 
iately go  further  and  you  would  say,  '"Well  now,  to  what 
extent  is  the  stock  that  I  am  investing  in,  or  the  bonds,  down 
to  hard  pan.  so  as  to  represent  nothing  more  than  what  a 
commission  might  recognize  in  a  rate  case?"  If  the  stock  and 
the  bonds  represented  only  what  you  could  show  to  be  the 
cost  of  the  property,  actual  cost  of  the  property  less  deprecia- 
tion, and  it  was  a  business  that  had  been  fairly  profitable, 
you  would  feel  especially  safe.  If  it  represented  what  it 
would  cost  to  reproduce  it,  but  a  good  deal  more  than  what 
it  had  cost,  you  would  have  some  doubts,  dependent  on  what 
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you  might  believe  to  be  the  trend  of  decisions  of  the  com- 
missions the  country  over  in  respect  to  increasing  or  decreas- 
ing attention  to  cost  as  versus  reproduction.  You  would 
have  to  take  into  account  your  opinion  of  the  trend  of  public 
opinion  and  the  trend  of  commission  regulation.  It  would 
not  go  below  the  cost  of  the  property  to  the  investor.  You 
might  think  that  you  would  feel  safe  in  buying  on  the  basis 
of  a  much  higher  valuation.  You  would  have  to  judge  the 
conditions  in  each  state. 

Q.  But  do  you  think  any  considerable  portion  of  in- 
vestors take  all  those  matters  into  consideration? 

A.  No.  I  was  only  trying  to  answer  your  question  as  to 
those  which  I  thought  an  exceedingly  careful  and  intelligent 
investor  would  take  into  consideration.  I  thought  that  is 
what  you  meant  to  ask  me.  The  average  investor  probably 
does  not  pay  much  attention  to  anything;  he  just  considers, 
what  is  the  stock  selling  for,  or  the  bonds,  to-day,  and  what 
is  the  return,  what  has  been  the  return  for  the  last  three 
or  four  years. 

Q.  You  stated  a  short  time  ago  that  you  did  take  into 
consideration  the  innocent  purchaser.  What  I  wanted  to  find 
is  how  far,  how  much,  you  would  consider  him? 

A.  I  had  no  definite  rule  in  the  matter,  only  that  there 
is  a  reason,  on  account  of  this  situation,  in  not  forcing  mat- 
ters down  fully  to  the  cost  of  the  property  that  is  actually 
there,  less  depreciation,  in  the  case  of  a  prosperous  company. 
I  had  no  definite  rule  in  the  matter,  but  felt  that  it  would  vary 
with  dififerent  companies  in  different  places.  I  do  not  think 
that  the  investor  can  be  protected  by  an  absolute  rule.  Tt  is 
a  matter  of  judgment,  only  every  year  sees  a  further  and 
further  development  of  the  theory  that  regulation  is  taking 
into  account  cost  as  an  important  element.  Some  commis- 
sions, like  California  and  Massachusetts,  have  made  it  very 
fundamental. 

By  ]\1r.  Marye: — 

Q.  If  the  Bell  telephone  companies  in  Pennsylvania  open 
a  new  exchange,  as  they  do  constantly,  or  extend  their  exist- 
ing lines  or  exchanges,  or  build  new  toll  lines,  do  you  think 
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those  companies  are  fiiahled  to  make  a  full  earning  on  such 
extensions  from  the  beginning? 

A.  Not  usually. 

Q.  Then  there  would  he  earl\-  deficits  in  every  extension? 

A.  On  that  particular  extension,  hut  not  on  the  company 
as  a  whole. 

O.  Would  not  that  depend  on  the  amount  of  extensions? 

A.  Yes,  but  I  mean  that  is  the  usual  rule. 

O.  \\'ould  you  not  have  to  study  the  earnin:[(s  of  each 
3' ear  to  ascertain  that  fact? 

A.  Yes. 

Q.  Then  there  would  be  deficits  in  any  company,  or 
might  be,  so  that  you  would  have  to  study  each  year  up  to 
the  date  of  the  inquiry,  would  you  not  ? 

A.  If  you  were  trying  to  find — 

O.  Deficits? 

A.  The  deficit ;  but  you  see  you  allow  a  company  to  col- 
lect a  surplus  from  its  profitable  exchanges  for  that,  therefore 
to  turn  around  and  capitalize  the  deficits  in  the  losing-  ex- 
changes would  be  very  unfair,  since  you  had  been  allowing 
it  to  distribute  the  surplus  in  other  exchanges  for  that. 

O.  But  you  cut  out  the  surplus  as  a  whole? 

A.  I  allow  the  capitalization  of  a  small  surplus  to  take 
care  of  fluctuations. 

O.  But  you  cut  it  out? 

A.  I  did  not  in  my  $44,000,000  cut  it  out. 

Q.  You  cut  it  out  in  arriving  at  what  you  stated  to-day 
to  be  your  opinion  of  what  would  be  a  true  base,  and  the 
object  for  which  you  are  striving  in  this  world,  and  which 
you  say  is  the  trend  and  you  tliink  will  he  adopted  within  ten 
years. 

A.  To  show  how  ver\-  much  vou  mistook  niv  josition — 
and  I  think  vou  will  recall  it  and  recognize  it  in  a  moment — • 
you  may  find  some  answer  that  indicated  that,  but  you  will 
also  recall  that  I  said  within  a  few  minutes  of  that  time  that 
I  believed  that,  as  in  England,  it  was  well  for  companies  to 
accumulate  a  moderate  surplus  out  of  charges  against  the  con- 
sumer, to  take  care  of  fluctuations  in  supplies  and  in  the  busi- 
ness, so  as  to  keep  an  equality  of  dividends  and  stability  in 
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those  matters.  I  remember  as  distinctly  as  anything  that  I 
said  that,  and,  therefore,  because  perhaps  you  can  find  some 
one  remark  somewhere  else  indicating  that  I  did  not  allow  a 
surplus,  you  cannot  say  I  do  not,  for  I  do  intend  to  allow  a 
small  surplus. 

O.  \\'e  are  in  that  unfortunate  condition  that  we  have  to 
take  specific  answers  to  specific  questions. 

Mr.  Gordon:     Why  do  you  have  to? 

A.  I  do  not  recognize  that.     You  have  to  take  the  whole 
thing  together. 
By  Mr.  Marye:— 

O.  How  can  you  study  whether  or  not  the  company  is 
making  a  surplus  unless  you  study  the  earnings  and  expenses 
of  each  year  up  to  the  very  date  of  your  inquiry? 

A,  You  should  do  that. 

O.  Then  in  any  study  for  deficits  of  a  company  that 
is  now  operating,  you  should  extend  your  stud}^  over  the 
entire  period  of  its  operation,  up  to  the  very  date  of  the 
inquiry? 

A.  And  I  have  endeavored  to  take  such  data,  covering 
all  your  history,  as  I  could  get  data  for  that  purpose. 

O.  In  Exhibits  Bemis  1  and  2  you  did  that  very  thing, 
did  you  not? 

A.  I  tried  to. 

O.  And  that  is  what  everybody  else  does  in  applying 
the  historical  method  of  ascertainment  of  deficits  or  sur- 
pluses, because  if  you  take  the  gross  earnings  and  the 
gross  expenses  of  each  year,  you  absolutely  cover  the  ques- 
tions of  both  deficit  and  surplus,  do  you  not? 

A.  Yes. 

Q.  Why,  then,  did  you  file  Bemis  Exhibit  No.  9? 

A.  Because  it  is  to  the  earlier  years,  where  the  com- 
pounding process  becomes  most  important,  that  the  refer- 
ence is  more  often  made,  when  we  speak  of  early  deficits, 
and  I  consider  that,  as  a  supplement  to  Exhibits  Nos.  1  and 
2,  not  as  displacing  them — 

Q.  Read  your  note  at  the  foot  of  that  exhibit. 

A.  The  footnote,  or  statement  at  the  bottom  of  the 
page,  reads :     "There  is  no  evidence  here  of  early  deficits 
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not  made  up  by  later  profits,  and  therefore  no  foundation 
for  a  goin^  value,  from  the  historical  point  of  view."  That 
means  so  far  as  relates  to  those  ten  years. 

Q.  Yes,  but  yon  say,  "no  foundation  for  a  going  value 
from  the  historical  point  of  view."  Is  that  confined  to 
those  few  years  you  just  named? 

A.  From  the  historical  point  of  view  as  to  those  ten 
years.     Those  were  the  first  ten  years. 

O.  Will  you  kindly  turn  to  Bemis  Exhibit  No.  7,  to 
the  line  thereon  reading  "Accrued  Depreciation  not  met, 
possibly,  by  depreciation  reserves,  $2,987,885.53."  What  is 
that  intended  to  represent? 

A.  It  is  intended  to  represent  the  difference  between 
the  total  accrued  depreciation  at  the  top  of  the  page,  and 
the  lowest  estimate  that  I  can  find  in  your  testimony,  that 
of  3'our  witnesses,  with  respect  to  the  actual  accumulations 
in  the  depreciation  reserve. 

Q.  For  what  purpose? 

A.  So  as  to  show  how  much  of  the  accrued  depreciation 
has  not  been  met  by  the  amount  placed  in  the  depreciation 
reserve. 

Q.  Did  you  have  in  mind,  therefore,  creating  a  reserve 
to  take  care  of  it? 

A.  Yes.  First  I  found  it  really  had  been  earned  and  set 
aside  under  surplus,  and  I  found  that,  in  the  future,  to  take 
care  of  such  an  amount  under  the  name  reserve,  it  must 
require  a  little  over  .58%  on  the  investment  yearly,  more  than 
what  had  been  put  into  the  maintenance  and  depreciation  ac- 
count, and  therefore  I  add  that  on  the  latter  part  of  the  page, 
so  as  to  reach  a  normal  amount  for  the  future  that  might  be 
directly,  and  under  that  name,  set  aside  for  maintenance  and 
depreciation.  Now  that  is  almost  exactly  the  report  of  the 
\\'estern  Union  for  the  entire  Bell  companies. 

By  Mr.  French  : — 

O.  The  American  Telephone  &  Telegraph  Company, 
you  mean? 

A.  For  all  the  Bell  companies,  not  Western  Union.  I 
meant  Bell  companies. 
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By  Mr.  Marye:— 

Q.  Are  you  not  attempting  to  set  up  a  deficit  in  the  re- 
serve, or  to  overcome  a  deficit  in  a  reserve  ? 

A.  I  was  attempting  two  things :  I  was  attempting  to  find 
out  how  much  deficit  there  was — 

Q.  In  a  reserve? 

A.  In  the  reserve,  and  secondly  how  much  that  amounted 
to  as  a  percentage  on  the  investment. 

Q.  Now  if  you  had  gotten  that  and  set  it  up  as  a  reserve, 
that  was  a  reserve  against  what? 

A.  It  was  a  reserve  collected  from  the  public  to  meet  the 
depreciation. 

Q.  That  is,  exactly,  the  unexpended  balance  in  a  reserve 
for  depreciation  ? 

A.  Yes. 

O.  That  unexpended  balance  in  such  a  reserve  is  for  the 
purpose  of  taking  care  of  property  now  in  existence? 

A.  Yes. 

Q.  Must  of  necessity  be ;  that  is  the  purpose  of  a  reserve, 
is  it  not? 

A.  Yes. 

Q.  Now  then,  why  did  you  not,  when  you  reduced  tliat  to 
a  percentage,  use  the  life  of  the  plant  now  in  service? 

A.  I  did  something  much  fairer.  This  had  beer  an  ac- 
cumulation of  a  deficit  since  at  least  1884,  perhaps  longer,  but 
I  had  no  data  for  going  back  of  1884 ;  and  so  I  applied  it  as  the 
accumulation  of  deficits  since  1884. 

Q.  And  you  thereby  put  up  a  reserve  against  property  that 
had  many  years  before  gone  out  of  existence? 

A.  It  was  all  the  reserve  that  you  failed  to  accumulate 
in  that  period  of  about  30  years,  below  what  you  should  have 
accumulated.  You  had  spent  for  maintenance  certain  amounts 
and  you  had  set  them  up  in  one  of  your  exhibits,  and,  if  you 
had  spent  fifty-eight  one  hundredths  of  one  per  cent.  more, 
you  would  have  had  enough,  and  that  was  what  I  was  trying 
to  find,  how  much  you  had  come  short  of  what  your  figures 
showed  you  should  have  set  up,  assuming  all  your  figures  to 
be  correct. 

Q.  Yes.   but    should   you    not   have   set   that    U[)   against 
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properly  now  in  existence,  and  not  jjroperty  that  liad  disap- 
l^eared  ? 

A.  Xo.  W  hat  I  was  trying  to  find  was  the  per  cent,  of 
the  yearly  investment  that  you  should  collect  from  the  public. 

Q.  In  order  to  arrive  at  that  you  took  a  deficit  in  an 
existing  reserve,  which  is  for  existing  property,  and  you 
divided  it  by  the  entire  number  of  years  of  tlie  life  of  this 
company  ? 

A.  Oh,  I  was  entirely  correct  in  that.  I  am  ])ositive. 

Q.  You  were? 

A.  I  am  positive  of  that.  You  have  met  all  your  previous 
deficits  out  of  your  business  of  the  last  28  years.  You  have, 
if  I  understand  your  exhibits  right,  met  all  your  deficits,  with 
the  exception  of  a  little  less  than  $3,000,000,  out  of  certain 
charges  which  you  set  up  in  one  of  your  own  exhibits,  which 
were  between  9%  and  9>2%. 

Q.  Why  talk  of  deficits?  We  are  talking  about  a  re- 
serve. 

A.  I  used  deficit  in  the  sense  of  depreciation. 

O.  But  you  took  it  from  reserve?  You  got  your  deficit 
by  deducting  reserve? 

A.  The  $3,000,000  was  what  you  had  come  short  of  dur- 
ing the  entire  28  years. 

O.  Was  that  so? 

A.  That  is  what  I  understood  your  exhibits  to  mean. 

O.  Ts  not  that  a  deficit  in  the  reserve  now.  just  what  that 
reserve  now  is  short? 

A.  You  have  taken  care,  as  I  understand  your  exhibits, 
of  all  your  abandoned  property  since  1884  out  of  the  amount 
that  you  set  up  in  one  of  your  tables  here,  w^hich  I  used,  for 
maintenance,  with  the  exception  of  those  $3,000,000. 

O.  And  that  is  a  reserve  now  ? 

A.  That  $3,000,000  is  what  is  short  after  taking  care 
of  all  i)roperty  that  you  have  renewed — after  taking  care  of 
property,  perhaps  I  should  say,  that  you  had  abandoned  after 
renewing  it.  You  have  left  in  the  fund  $7,437,000,  but  you 
estimate  the  existing  property  cannot  be  taken  care  of — 

Q.  Exactly ;  estimate  the  existing  property. 

A.  Could  not  be  taken  care  of  short  of  about  $10,425,000, 
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as  I  compute  it.  Now  you  should  have  accumulated,  over 
the  last  28  years,  enough  to  take  care  of  this  existing  prop- 
erty. 

O.  Why  should  property  that  went  out  of  existence  have 
to  accumulate  something  for  a  property  now  in  existence? 

A.  You  should  have  accumulated  in  the  28  years  enough 
to  take  care,  as  you  did,  of  all  your  abandoned  property  from 
time  to  time,  and  have  enough  left  to  take  care  of  your  esti- 
mated depreciation  in  existing  properties. 

O.  Exactly. 

A.  And  you  had  not  done  it  by  about  $3,000,000,  accord- 
ing to  my  estimate. 

O.  But  why  should  any  property  but  the  existing  prop- 
erty raise  a  reserve  to  take  care  of  it? 

A.  The  subscriber  should  pay  for  it  in  the  entire  history 
of  the  company.  I  wanted  to  find  out  how  much  more  you 
ought  to  have  collected  in  the  last  28  years  to  split  even  on 
the  reserve. 

O.  But  why  should  this  present  property  build  up  a  re- 
serve to  take  care  of  property  that  went  out  of  existence  30 
years  ago? 

A.  Oh.  I  do  not  believe  that  this  $3,000,000  of  deficit 
has  accumulated  during  the  lifetime  of  most  of  the  existing 
property. 

O.  Then  why  did  you  not  divide  that  deficit  by  the  exist- 
ing property? 

A.  Because,  I  tell  you,  it  was  not  fair  to  do  it.  A  good 
share  of  that  deficit  came  up  years  ago. 

O.  How  can  you  say  that? 

A.  I  say  that  because  I  know  that  during  the  last  three 
years  you  have  put  into  the  reserve  about  $800,000  more  than 
you  needed  to. 

O.  And  that  is  based  on  your  use  of  these  figures?' 

A.  It  is  based  on  your  life  tables  applied  to  the  cost  of 
the  property. 

O.  Oh,  no,  it  is  based  on  your  application  of  our  ex- 
penses to  those  figures  you  arrived  at,  and  which  is  what 
I  am  trving  to  get  at. 
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A.  It  is  based  on  my  application  of  your  life  tables  to 
your  own  property. 

O.  If  you  had  spread  that  deficit  over  the  life  of  the 
existing  properly,  you  would  have  gotten  a  much  higher  per- 
centage, would  you  not? 

A.  This  deficit  should  not  be  so  spread,  because  it  ac- 
cumulated during  the  entire  history  of  the  property.  That 
deficit  did  not  all  come  in  the  life  of  existing  property. 

O.  If  you  had  spread  that  over  the  life  of  the  existing 
property,  would  you  not  have  arrived  at  a  higher  percentage 
than  your  .581%  in  your  next  line? 

A.  Of  course,  but  it  would  not  have  been  fair  to  do  that. 

O.  And  if  that  larger  percentage  had  been  added  to  your 
.8750%  just  below  it,  you  would  have  gotten  a  different  result 
than  your  .9331%? 

A.  That  is  a  mere  matter  of  arithmetic,  of  course.  It 
w^ould  not  have  been  right,  though. 

O.  But  by  spreading  it  over  the  30  years  you  got  that 
low  .581%,  which  enabled  you  to  get  this  low  .9331%  ? 

A.  Because  this  is  the  entire  deficit  that  has  accumu- 
lated in  30  years. 

O.  If  you  are  wTong  in  that,  then  all  your  calculations 
in  your  subsequent  exhibits,  based  on  your  use  of  the 
.9331%,  must  necessarily  be  wrong? 

A.  Of  course,  if  the  base  is  wrong,  what  is  based  on 
it  would  be  wrong,  as  a  mere  matter  of  logic. 

Q.  \\"\\\  }  ou  please  turn  to  your  Exhibit  Bemis  3? 

A.  Yes.  ' 

Q.  You  have  a  number  of  calculations  below  a  line 
running  across  there? 

A.  Yes. 

O.  Under  the  headings.  "Exchange  Pole  Lines.*"  "Toll 
Pole  Lines,"  and  "Total  Pole  Lines.'"  What  was  your  object 
in  that? 

(Commissioner  Pennypacker  now  present. ") 

A.  My  object  was  to  get  a  weighted  average  to  apply 
where,  in  the  cost  of  the  property,  no  distinction  was  made 
between  two  items  such  as  were  combined  in  the  various 
tables  here.     For  example,  in  the  cost  of  the  property  as 
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itsed  in  the  exhibit  to  which  I  applied  these  figures,  ex- 
change pole  lines  were  not  separated  from  toll  pole  lines, 
but  all  given  as  pole  lines.  So  I  wanted  to  find  what  your 
depreciation  was  on  pole  lines  in  the  proportion  in  which 
they  appeared  in  your  property.  So  I  had  to  go  through 
that  form  of  calculation  to  get  it. 

Q.  In  that  did  you  use  a  weighted  average  or  what 
you  call  a  simple  average? 

A.  Weighted. 

Q.  Then  you  have  again  abandoned  that  simple  method 
of  yours  at  the  last  hearing,  of  calculating  averages  by 
taking  an  average? 

A.  I  usually  use  a  weighted  average,  and  I  used  both 
in  most  of  my  calculations  here,  and  did  in  those  vou  talked 
of  yesterday,  I  think. 

O.  Turn  to  your  Exhibit  Bemis  8.  What  was  the  ob- 
ject of  that  exhibit,  and  what  use  did  you  make  of  it? 

A.  I  intended  to  use  that  exhibit  to  show  that,  if  your 
company  had  never  included  the  construction  in  process 
in  your  plant  assets,  as  set  up  when  you  gave  the  average 
investment,  but  had  always  thrown  construction  in  process 
in  as  a  separate  item,  then  interest  on  it  would  have  to  be 
reckoned  separately  from  interest  on  average  book  value:- 
of  physical  property.  But  in  some  studies  of  telephone  prop- 
erty, I  found  that  it  was  only  in  the  last  few  years  that  this 
was  done,  and  that  your  average  book  values  of  physical 
property  included  construction  in  process  in  earlier  years, 
I  think  prior  to  Accounting  Circular  No.  6,  and.  therefore, 
I  could  not  apply  this  half  million  dollars  as  an  addition, 
because  it  should  only  be  applied,  if  at  all,  to  the  later  years. 

Q.  Why  did  you  file  it  yesterday  as  an  exhibit? 

A.  I  merely  showed  how  small  it  would  be  on  the  as- 
sumption that  it  should  always  be  included,  on  the  assump- 
tion that  your  books  had  always  been  kept  as  T  think  the_\- 
are  kept  now. 

Q.  What  bearing  has  that  on  the  testimony  in  this 
case? 

A.  It  would  indicate  that,  so  far  as  it  would  have  a 
bearing,  there   would  be  a  proportion  of  that  $500,000  that 
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should  liC  thrown  into  the  amount  that  I  used  later  as  a  fair 
\alue. 

O.    lias  it  a  bearing-  on  this  case? 

A.  And  1  intended  to  include  that  among  the  items 
when  I  reached  my  $44,000,000. 

Q.  Did  you? 

A.  Yes. 

Q.  Where  did  you  put  it  in  in  the  $44,000,000? 

A.  I  did  not  mention  it  as  a  separate  item.  Init  that 
is  one  of  the  things  I  had  in  mind  when  I  raised  that  $38,- 
000,000  to  $44,000,000. 

Q.  \\hy  did  you  select  December  31,  1911? 

A.  Because  it  was  only  for  those  three  years  I  found 
balance  sheets  for  the  companies,  and,  in  fact,  I  think  for 
those  companies  it  consisted  even  then  of  some  property 
outside  of  Pennsylvania ;  but,  nevertheless,  they  were  the 
nearest  approach  to  any  opportunity  of  comparing  plant 
in  service  with  construction  in  process  that  I  found  in  any 
exhibits. 

O.  Why  did  you  take  December  31st  of  each  year? 

A.  Because  that  was  the  time  as  of  which  I  under- 
stood the  balance  sheet  was  made  out. 

O.  And  that  would  indicate  what  is  called  by  the  com- 
pany construction  in  process  as  of  that  particular  date? 

A.  Yes. 

Q.  Just  that   day? 

A.  Yes. 

O.  It  would  not  include — 

A.  All  the  construction  of  the  year,  oh,  no. 

O.  Do  you  know  what  is  included  in  construction 
in  process? 

A.  I  know^  just  what  the  Interstate  Commerce  Com- 
mission calls  for. 

Q.  This  is  a  company  balance  sheet  of  1911.  That  is 
not  the  Interstate   Commerce   Commission. 

A.  I  know,  but  in  the  instructions  about  making  out 
the  accounts  and  reports,  they  have  something  to  say  about 
those  matters. 
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0.  Does  that  include  the  company's  construction  in 
process,  inchide  all  of  its  construction  in  process? 

A.  I  think  construction  in  process  is  included,  but  1  had 
in  mind  that  construction  in  process  included  construction 
that  had  not  yet,  perhaps,  been  formally  entered  as  part  of 
the  plant  assets. 

Q.  You  said  you  had  examined  the  balance  sheets  of 
the  Bell  Company? 

A.  It  has  been  done  for  me  by  accountants  more  than 
by  me  personally.  In  Chicago  some  accountants  in  the  case 
informed  me  that  in  the  Chicago  company  and  in  other  com- 
panies, until  the  last  few  years,  the  assets,  or  the  average 
book  value,  included  everything  upon  which  interest  was 
being  paid,  but  they  did  not  understand  it  was  so  lately. 

Q.  You  understand  that  the  companies  include  under 
this  item,  that  they  call  construction  in  process,  all  the  con- 
struction that  they  have  at  that  time  in  process? 

A.  I  understood  they  included  all  except  that  whicii 
they  had  put  directly  under  plant  assets.  They  have  those 
two  forms ;  they  ha\e  plant  assets,  and  they  have  construc- 
tion in  process. 

O.  Do  you  know  whether  or  not,  as  a  matter  of  fact,  it 
onlv  includes  the  construction  that  is  built  under  a  specific 
estimate,  and  not  the  construction  that  is  built  under  what 
the  company  calls  routine  estimates? 

A.  No,  I  am  not  aware  of  how  they  make  the  separa- 
tion. 

Q.  Nor  do  you  know  the  percentage  of  the  construction 
of  these  Bell  telephone  companies,  that  they  carry  under 
this  item  of  construction,  built  under  specific  estimates,  and 
the  percentage  of  the  plant  that  is  constructed  under  the 
item  they  call  routine  construction? 

A.  No,  I  do  not. 

Q.  If  75%  of  their  plant  were  built  under  routine  esti- 
mates, then  this  estimate  here  would  only  include  25%  of 
the  construction? 

A.  That  is  true. 

O.  And  that  you  do  not  know? 

A.  No. 
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Q.  It  is  very  important  to  know  that,  is  it  not? 

A.  I  should  think  it  is  desirable  to  know  that. 

Q.  It  is  necessary  to  know  it? 

Mr.  Gordon:  If  it  is  necessary,  why  did  you  not  show 
it  on  your  exhibit?    He  is  just  taking  your  exhibits. 

■Mr.  ]\Iarye:  He  has  taken  one  part  of  one  of  our 
exhibits. 

TiiK   Witness:      I   think   I   took   the   only   exhibits   that 
contained  a  comparison  between  construction  in  process  and 
plant  assets. 
By  Mr.  Marye: — 

Q.  Yes.  I  did  not  mean  to  imply  for  one  moment  that 
you  were  doing  anything  that  was  unfair.  I  was  just  trying 
to  see  if  you  understood  our  definition.  It  would  not  give, 
then,  any  basis  for  calculation  of  interest,  if  it  did  not  include 
all  the  construction  in  process? 

A.  No,  if  it  did  not  include  what  I  thought  it  pur- 
ported to. 

Q.  You  do  not  know  whether  it  did  or  not? 

A.  No,  I  took  it  to  include  what  I  thought  it  purported 
to  include. 

Q.  Your  examination  of  the  books  and  accounts  of  the 
Bell  telephone  has  not  disclosed  that  fact  to  you? 

A.  I  have  not  personally  made  any  examination  of  those 
accounts. 

By  Commissioner  Pennypacker  : — 

Q.  You  never  went  over  their  books  at  all,  did  you? 

A.  No. 

O.  What  you  had  was  the  exhibits  that  have  been  pre- 
sented here? 

A.  Yes. 

Q.  And  you  have  gone  over  them? 

A.  Yes. 

Q.  Your  conclusions  are  based  on  them,  are  they? 

A.  Yes,  that  is  right. 

By  Mr.  IMarye: — 

Q.  You   testified   that,   in   the   case  before   the   Public 
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Service  Commission  of  ^laryland,  in  the  year  1912,  you  were 
the  expert  for  the  Commission? 

A.  Yes. 

O.  Yon  were  with  the  Commission  throughout  that 
entire  case? 

A.  Xo.  I  was  in  their  employ  throughout  the  entire 
case,  but  I  was  not  in  Baltimore  during  more  than  a  third  of 
the  time.    I  had  other  duties  and  came  and  went  as  I  could. 

Q.  You  heard  and  read  the  testimony  in  that  case? 

A.  No. 

By  Commissioner  Pennypacker: — 

Q.  In  what  case  was  this  ?    Was  it  a  telephone  case  ? 

A.  It  was  a  gas  and  electric  light  case  in  Baltimore. 

Mr.  Marye  :     The  one  we  were  talking  about  yesterday. 

The  \\'itness  :  I  read  a  good  deal  of  testimony  that 
appeared  before  mine.  I  do  not  think  I  read  any  that  came 
afterward,  and  I  would  not  undertake  to  say  that  I  had  read 
all  that  preceded.  I  read  a  good  deal  and  I  heard  a  good 
deal  of  it  which  preceded  my  testimony.  There  was  a  great 
deal  that  followed  that  I  did  not  either  hear  or  read. 

Commissioner  Pennypacker  :  But  what  of  it  ?  He  says 
he  read  the  testimony  and  spent  a  good  deal  of  time  over  it. 
But,  I  say,  what  of  it? 

Mr.  Marye:     Leading  up  to  the  question  I  had  in  view. 

By  Mr.  Marye: — 

Q.  Were  you  acquainted  with  the  circumstances  under 
which  the  gas  and  lighting  companies  in  Baltimore  were 
consolidated? 

A.  At  the  time  I  knew  a  good  deal  about  it.  I  do  not 
recall  very  fully  now.  I  do  not  think  I  could  tell  you  very 
definitely  about  it.  There  was  a  series  of  consolidations  at 
different  times,  for  many  years. 

Commissioner  Pennypacker:  T  hope  you  will  not  tell 
us  definitely  about  it. 

Mr.  Gordon  :  I  am  glad  to  hear  some  expression  of  that 
kind  from  the  Commission,  because  it  does  seem  to  me  that 
this  whole  thing  is  neither  cross-examination  nor  relevant. 
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Commissioner  Pennvi'acker:     Perhaps  I  do  not  under- 
stand it.     Go  ou. 
By  Mr.  Marye: — 

Q.  Did  you  know  whether  or  not  the  authorities  of  the 
State  of  Maryland  had  approved  those  consolidations  and 
of  the  issue  of  the  bonds  of  the  consolidated  companies? 

A.  I  knew  that  had  been  true  during  the  life  of  the 
Maryland  Commission,  which  had  been  very  short,  two  or 
three  years,  I  think.  As  to  previous  conditions,  I  do  not 
remember  now  whether  there  had  been  any  such  approval  or 
not. 

O.  Do  you  recall  whether  you  did  know  that  specific 
fact  or  not? 

A.  No.  I  knew  something  about  those  matters,  but  the 
pure  stock  history — 

Q.  Bonds,  I   said. 

A.  Bonds;  that  subject  was  mostly  directly  investigated 
by  the  attorney,  Mr.  Ritchie,  and  I  did  not  myself  go  into  the 
stock  and  bond  history  much. 

O.  You  were  advising  Mr.  Ritchie? 

A.  Not  very  much  on  the  stock  and  bond  feature.  He 
was  doing  that  mostly  directly,  and  put  it  in  directly  him- 
self. 

O.  The  Commission,  you  did  know,  had  approved  of  all 
the  issues  of  bonds  subsequent  to  the  creation  of  the  Com- 
mission ? 

A.  I  had  been  so  informed.  I  did  not  even  investigate 
that,  but  I  was  so  informed. 

O.  And  with  whatever  knowledge,  then,  you  may  have 
had.  did  you  not,  wdien  you  were  on  the  stand,  recommend 
to  the  Commission  the  fixation  of  such  a  rate  for  gas  and 
electricity  in  the  City  of  Baltimore  as  would  have  prevented 
the  company  from  earning  enough  to  pay  the  interest  on  its 
bonds,  and.  therefore,  would  inevitably  have  forced  the  com- 
pany into  bankruptcy? 

Mr.  Gordon  :  I  object  to  that  as  not  cross-examination 
in  this  case  and  irrelevant. 

Commissioner  Pennypacker:  This  is  the  most  inter- 
esting thing  T  have  heard  for  the  last  ten  minutes. 
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Mr.  Gordon  :  1  will  withdraw  the  objection,  if  it  is 
interesting.     I  would  Hke  to  get  this  cross-examination  ended. 

Commissioner  Pennypacker:  It  is  a  test  of  the  ac- 
curacy of  the  judgment  of  the  witness  as  an  expert,  if  it 
can  be  answered  as  it  is  apparently  anticipated  it  can. 

A.  I  did  not  testify  with  reference  to  bonds  at  all,  but 
was  testifying  with  reference  to  a  fair  price  for  gas.  I  had 
a  general  knowledge  that  the  bonds  had  represented  purchases 
of  stock  and  were  largely  water,  as  well  as  the  stock,  so  that 
I  did  not  bother  much  with  what  the  effect  of  a  fair  price 
on  the  investment  would  be  on  either  stocks  or  bonds.  Bonds 
are  often  water,  and  they  were  there. 
Bv  Mr.  Marve:— 

Q.  You  knew  what  the  interest  on  the  bonds  was? 

A.  I  doubt  whether  I  utilized  or  paid  any  attention  to  it. 

O.  Did  you  not  testify  on  that  question? 

A.  It  is  possible. 

O.  A\'ere  you  not  cross-examined  on  that  question? 

A.  I  think  I  was  cross-examined  on  it. 

O.  Was  not  that  specific  question  asked  you  on  your 
examination  in  that  case? 

A.  I  think  I  was  questioned  about  the  bonds,  which  I 
had  paid  very  little  attention  to. 

O.  Were  you  not  asked  the  specific  question,  if  you  did 
not  know  the  rates  you  recommended  would  inevitably  force 
the  company  to  default  on  its  bonds  and,  therefore,  go  into 
bankruptcy  ? 

A.  I  am  inclined  to  think,  now  that  you  mention  it,  that 
I  was  asked  such  a  question. 

Q.  And  did  not  you  say.  yes? 

A.  I  do  not  remember,  but  it  is  quite  possible.  If  you 
say  it  is  so,  I  will  accept  it. 

O.  I  do  say  so,  just  to  obviate  the  necessity  of  reading 
it  into  the  record. 

A.  I  accept  it.  then,  Init  it  would  not  prove  anything,  be- 
cause the  bonds  were  largely  water. 

B\    Commissioner  Pen.^vpacker  : — 

Q.  Did  the  Commission  fix  a  rate  in  that  case? 
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A.  They  did. 

Q.  And  was  the  corporation  afterwards  able  to  earn  the 
interest  on  those  bonds? 

A.  Yes. 

Q.  Did  they  go  into  bankruptcy  or  into  the  hands  of  a 
receiver  ? 

A.  No. 

Bv  Mr.  Marye: — 

Q.  Did  they  fix  the  rates  that  you  recommended? 

A.  No.  They  said  there  was  a  state  law  in  Maryland, 
which  I  think  exists  in  no  other  state  in  the  Union,  which 
forbade  a  reduction  in  rates  to  such  an  extent  as  would  im- 
pair the  credit  of  the  bonds,  and  they  made  that  one  of  their 
important  reasons  for  not  going  to  a  point  that  would  be  a 
fair  reduction,  but  they  made  a  material  reduction  in  prices. 

Q.  You  recommended  63  cents  for  gas? 

A.  I  do  not  know  quite  what  I  recommended  now. 

O.  The  Commission  adopted  90  cents? 

A.  I  do  not  remember. 

]\Ir.  French  :     No. 

Mr.  Marye  :     I  am  asking  the  question. 

By*  Mr.  French  : — 

O.  Did  the  Maryland  Commission  adopt  the  valuation 
sought  by  the  gas  and  electric  company  of  Baltimore? 

A.  No,  indeed. 

By  A'Ir.  Marye:— 

Q.  Did  they  adopt  your  valuation? 
A.  They  did  not  adopt  either,  I  think. 

By  ]\Ir.  French  : — 

Q.  But  they  reduced  the  rates,  did  they  not,  of  gas? 
A.  Yes. 

By  ]Mr.  Marye: — 

O.  You  recommended  63  cents,  did  you  not? 
-A.  I  do  not  remember. 
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Q.  The  Commission  fixed  90  cents,  with  IC/c  off  if  paid 
whhin  90  days?    It  is  in  the  opinion. 

A.  Making  80  cents  net.  I  am  inclined  to  think  you  arc 
right. 

Mr.  Marye  :  The  decision  of  the  Commission  will  be 
found  in  a  decision  of  the  Public  Service  Commission  of 
Maryland,  in  the  matter  of  David  Bacharach  and  others  against 
the  Consolidated  Gas,  Electric  Light  and  Power  Company  of 
Baltimore  and  others,  decided  January  13,  1913.  From  that, 
on  page  23.  I  will  read  the  following — 

Mr.  French  :  I  object  to  reading  any  decision  of  the 
Public  Service  Commission  of  Maryland,  unless  he  will  read 
the  whole  decision.  There  is  a  lot  in  there.  The  Commission 
also  uses  6%,  or  about  that,  as  a  proper  rate  of  return.  If  he 
wants  to  put  in  the  whole  decision  he  can  argue  it,  but  I  do 
not  think  it  is  proper  cross-examination  at  this  time. 

Mr.  ]\Iarye  :  Thank  you  for  the  suggestion.  I  will  file 
it.  Governor  Pennypacker  asked  what  the  Commission  de- 
cided, and  I,  having  it,  proposed  to  read  it  on  the  supposed 
point  of  the  question.  If  the  Commission  does  not  desire  to 
have  that  read,  I  will  not  do  so. 

Mr.  Gordon  :  On  his  direct  examination  his  comment 
on  the  decision  was  objected  to  and  stricken  out.  Now  on 
cross-examination  what  is  the  use  of  reading  it  in  ? 

Mr.  Marye  :  I  have  no  desire  to  encumber  the  record 
by  reading  opinions.  I  am  trying  to  comply  with  the  question 
of  one  of  the  Commissioners.  If  not  desired,  I  have  myself 
no  desire  to  put  it  in. 

Commissioner  Pennypacker:  The  only  purpose  that 
the  Commissioner  had  in  putting  those  queries  was  to  get  a 
definite  answer,  yes  or  no,  and  we  got  it.  I  do  not  think  that 
w^e  can  either  affirm  or  reverse  the  conclusion  of  the  Mary- 
land Commission. 

Mr.  Gordon  :  We  have  had  fifteen  minutes'  discussion 
of  the  Maryland  case,  which  has  nothing  to  do  with  this  case. 

Mr.  Candor  :  The  Commission  has  already  decided  that 
it  is  material. 

Commissioner  Pennypacker:     When  vou  come  to  argue 
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ihe  case,  no  doubt  if  any  decision  in  Maryland  affects  the  deci- 
sion in  this  case,  you  will  make  reference  to  it. 

Mk.  Makvf.  :  Mr.  French,  do  you  want  to  withdraw 
your  request  that  we  file  it  as  an  exhibit? 

Mr.  French  :     You  can  argue  the  case.     I  do  not  care 
whether  you  file  it  as  an  exhibit.     No,  we  do  not  want  you  to 
file  it  as  an  exhibit. 
Bv  Mr.  M.\rve  :— 

Q.  Did  you  testify  before  the  Public  Service  Commission 
of  the  Sect)nd  District  of  the  State  of  New  York  in  the  matter 
of  the  City  of  Schenectady  against  the  Schenectady  Street 
Railway  Company  ? 

A.  Y'es. 

Q.  When  was  that? 

A.   My  recollection  is  it  was  in  the  early  part  of  1913. 

Q.  Whom  did  you  represent? 

A.  The  City  of  Schenectady. 

Q.  \\^ere  you  the  only  expert  for  the  City  of  Schenectady? 

A.  There  were  accountants. 

Q.  Were  they  working  under  you  ? 

A.  Yes. 

Q.  You  testified? 

A.  Yes. 

O.  You  were  really  the  expert  for  the  city  and  did  testify? 

A.  I  testified  more  than  the  accountant. 

O.  Was  your  testimony  based  on  the  values  of  the  com- 
pany's property  shown  from  the  books  or  from  an  appraisal? 

A.  From  the  books. 

Q.  In  your  testimony  did  you  recommend  the  elimination 
of  items  amounting  to  $1,404,223.14? 

A.  I  could  not  remember.  It  might  have  been  15  cents; 
I  cannot  remember.     I  do  not  even  remember  the  dollars. 

Q.  You  were  the  expert,  though,  that  recommended  the 
elimination  of  items  that  were  recommended  to  be  eliminated 
in  that  case? 

A.  Yes. 

Q.  Have  you  seen  the  opinion  of  the  Public  Service  Com- 
mission ? 

A.  Yes.  T  have. 
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Q.  You  are  familiar  with  the  comments  they  made  on  that 
suggestion  ? 

A.  I  have  a  general  recollection,  of  the  opinion.  The 
company  did  not  contend  for  the  reproduction  cost  there  at  all. 

O.  That  was  a  procedure,  was  it  not,  by  which  the  city 
was  seeking  to  get  the  Commission  to  compel  the  company 
to  restore  the  sale  of  six  tickets  for  a  quarter? 

A.  Yes. 

Q.  And  the  Commission  refused? 

A.  The  hard  times  were  just  on,  and  they  decided  to 
defer  it. 

Mr.  Gordon  :  Is  that  very  material  cross-examination,  as 
to  whether  the  Commission  agreed  with  the  witness  or  not  ?  It 
does  not  go  to  his  credibility  or  his  competence,  or  anything 
else. 

AIr.  Marye  :  Yes,  it  connects  him  with  the  opinion  that 
I  want  to  use  in  my  argument.    That  was  the  only  purpose. 

Mr.  Gordon  :    It  is  not  cross-examination. 
By  Mr.  Mar  ye  : — 

Q.  Have  you  ever  in  your  whole  career  recommended  to  a 
city  council,  or  to  a  commission,  or  to  a  court,  the  increase 
of  a  rate? 

A.  No,  it  has  been  a  reduction,  and  one  has  been  granted 
in  every  case,  I  think,  except  Schenectady. 

Q.  Have  you  ever,  in  any  of  your  testimony,  increased 
the  value  of  a  single  item  of  property  of  a  single,  solitary 
corporation,  over  and  above  the  valuation  that  the  corporation 
claimed  ? 

A.  Sometimes  I  found  some  omitted  items  but  the  totals 
were  quite  liberal  by  the  company.  I  do  not  think  they  needed 
increasing. 

Q.   In  all  cases  you  found  reductions? 

A.  And  so  did  the  court  and  commission. 

Q.  Did  it? 

A.  I  think  so,  outside  of  Schenectady. 

Q.  Subsequent  to  your  testimony  at  the  last  hearing  in 
these  cases,  did  you  make  an  address  in  the  City  of  Phila- 
delphia, before  the  assembly  that  is  commonly  known  as  the 
Convention  of  Mayors? 
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A.  Yes. 

y.   What  was  the  subject  of  your  address? 

A.  "Problems  of  Rey:ulation,"  something  like  that. 

Q.  Did  you  not,  in  that  address,  advocate  government 
and  municipal  ownership? 

A.  I  advocated  that  every  city  should  be  free  to  enter 
upon  it.  I  did  not  advocate  that  every  city  should  undertake 
it. 

Q.  Have  you  seen  the  extracts  from  your  address  at  that 
convention,  that  appeared  in  the  November  21,  1914,  issue  of 
the  Electrical  Review? 

A.  No.  I  think  it  was  sent  me,  but  I  do  not  think  I  have 
opened  the  covers  to  read  it. 

Q.  Did  you,  in  that  address,  comment  upon  the  tendency 
of  state  commissions  to  assume  the  attitude  of  courts  and 
decide  cases  by  the  evidence  submitted,  rather  than  by  their 
own  investigation? 

A.  Yes,  that  is  the  tendency  of  commissions,  to  be  courts. 

Q.  What  did  you  have  in  mind? 

A.  That  all  commissions  take  that  ground,  of  being  courts, 
and  my  thought  was  to  impress  upon  cities  that,  if  they  wished 
to  have  their  cases  thoroughly  weighed,  judicially  weighed, 
they  ought  not  to  lie  back  and  consider  that  the  commissions 
were  going  to  do  all  the  investigating  for  them. 

Q.  You  did  not  have  in  mind  a  preference  for  a  decision 
on  investigation,  rather  than  a  decision  on  evidence? 

A.  I  do  not  quite  see  the  difference  between  investigation 
and  evidence. 

Q.  If  a  decision  is  rendered  on  investigation,  there  is  no 
opportunity  for  cross-examination. 

Mr.  Gordon:  Why  not?  It  depends.  If  you  mean  a 
star  chamber  investiination  that  is  one  thing.  A  public  in- 
vestigation is  another  thing. 

Mr.  Marve:  I  was  trying  to  find  out  what  Professor 
Bemis  had  in  mind  when  he  made  the  remarks. 

The  Witness:  I  will  tell  you  very  frankly.  I  had  in 
mind  the  tendency  of  cities  to  lie  back  the  moment  a  com- 
mission is  created  and  consider  that  now  they  do  not  need  to 
do  anything  more,  that  the  state  is  going  to  spend  the  monev. 
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and,  in  fact,  that  is  one  of  the  arguments  used  for  the  crea- 
tion of  these  commissions,  that  it  is  going  to  save  expense  for 
the  cities.  I  took  the  ground  that,  if  matters  were  properly 
presented,  it  would  not  save  the  cities  much  expense.  Thev 
must  go  into  them  as  thoroughly  as  before  a  court. 
By  Mr.  AIarye: — 

O.  That  was  your  thought? 

A.  Yes. 

Mr.  Gordon:  Is  this  cross-examination?  It  has  nothing 
to  do  with  what  we  asked  him. 

Mr.  Marye:     It  has  very  much  to  do  with  his  opinions 
on  things,  and  he  has  testified  to  a  good  many  of  them. 
By  Mr.  Marye: — 

O.  Did  you,  in  that  address,  say  that  you  considered  the 
position  of  a  city  to  be  preferable  before  a  court  rather  than 
before  a  state  commission? 

Mr.  Gordox  :  I  object  to  that  as  not  cross-examination 
and  as  irrelevant. 

The  Chairman  (Commissioner  \\'allace)  :  I  do  not  see 
any  reason  why  he  should  not  answer  the  question. 

A.  I  did  say  that  I  believed  that  to  be  the  case.  Com- 
missions are  inclined  to  grant  a  higher  rate  of  return  than 
courts. 

Redirect  Examination. 

By  Mr.  French  : — 

O.  In  your  discussion  yesterday  of  Bemis  Exhibit  No, 
13,  there  was  a  suggestion  made  by  counsel  for  the  Bell  Tele- 
phone Company  that,  by  your  failure  to  allow  anything  for 
traffic  expenses  in  this  4^/2%  paid  by  the  Bell  Telephone  Com- 
pany to  the  American  Telephone  &  Telegraph  Company,  you 
thereby  omitted  something  which  should  have  been  j^tut  in  as 
an  e.xpense.     Have  you  had  an  opportunity  to  look  into  that? 

A.  Yes. 

O.  Have  you  anything  to  offer  the  Commission  on  the 
subject? 

A.  Just  a  word  to  say  that  I  have  in  my  hand  the  uni- 
form   svstem   of   account?    for   telephone   companies,   as   pre- 
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scribed  by  the  Interstate  Commerce  Commission,  first  issue 
effective  on  January  1,  1913.  1  have  the  later  issue,  which 
does  not  contradict  it,  the  issue  of  1915,  and  I  used  the  first 
issue  because  it  related  to  the  year  1913.  I  find  that  traffic 
expenses  do  not  include  matters  connected  with  the  payment 
of  the  4y2%,  as  I  understand  the  wording  right  through  here, 
but  that  those  expenses  are  put  under  commercial  expenses, 
sub-licensee  relations  being  item  644  under  commercial  ex- 
penses. The  traffic  expenses  relate  to  operators'  wages,  cen- 
tral office  supplies  and  expenses,  rest  and  lunch  rooms,  opera- 
tors' schooling,  transmission,  toll  and  message  service,  pay 
station  expenses,  central  office  and  traffic  superintendence. 
Therefore,  in  my  Exhibit  13,  where  1  placed  payments  on 
account  of  rights  under  commercial  and  under  general  and 
under  insurance,  maintenance,  depreciation  and  taxes,  instead 
of  under  traffic  and  pole  rights,  I  conformed,  to  the  best  of  my 
knowledge  and  belief,  to  the  classification  of  the  Interstate 
Commerce  Commission,  which  I  assume  is  being  followed  by 
the  company. 

Reo'oss-c.vainiiiation. 

By  Mr.  Marye: — 

Q.  When  was  the  standard  system  of  accounts  for  tele- 
phone companies  adopted  by  the  Interstate  Commerce  Com- 
mission ? 

A.  The  first  issue  I  am  reading  from  was  effective  on 
January  1,  1913. 

O.  Is  not  that  the  first  time  it  was  adopted  ? 

A.  Yes,  and  it  was  for  the  year  1913  that — no,  this  was 
for  the  year  1912. 

O.  Exactly. 

A.  The  supposition  would  be,  and  I  would  have  it 
strongly,  that  this  was  taken  up,  as  I  have  been  told  it  was, 
without  having  first  hand  information,  by  conferences  with 
the  telephone  company,  and  presumably  in  harmony  with 
telephone  practice.  I  do  not  understand  that  the  Interstate 
Commerce  Commission  got  out  this  classification  as  a  revolu- 
tionarv  matter. 
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Q.  Do  you  know  whether  the  American  Telei^hone  & 
Telegraph  Company  in  1911  was  keeping  its  accounts  in  the 
manner  prescribed  by  the  Interstate  Commerce  Commission 
circular  of  January  1,  1913? 

A.  This  was  1912,  and  while  I  do  not  positively  know 
that  the  accounts  in  1912  were  so  kept,  I  confess  I  should 
suppose  that  this  accounting  circular  was  in  harmony  with 
the  practice.  But  that  is  as  far  back  as  I  can  go.  and  that 
is  all  I  know  on  the  subject. 

O.  Did  you  take  the  report  for  the  year  1912  in  your 
Exhibit  13? 

A.  It  was  for  the  last  year  I  had  information  on,  which 
was  for  the  year  ending,  I  believe,  June  30,  1912. 

O.  Exactly,  and  included  all  from  June  30,   1911? 

A.  Yes. 

Q.  And  that  you  say  was  kept  in  conformity  with  a  pro- 
vision of  the  Interstate  Commerce  Commission  circular  effec- 
tive January  1,  1913? 

A.  No,  I  do  not  make  it  quite  so  ])0sitive  as  tiuit,  but  I 
say  the  indications  are,  or  the  probabilities  are,  that  this  cir- 
cular which  I  was  following,  of  the  Interstate  Commerce  Com- 
mission, was  in  harmony  with  established  usage,  that  is  all. 
I  cannot  say  positively  that  it  was.  I  am  only  mentioning  that 
as  indicative.  That  is  all  the  evidence  I  had  at  hand.  I  had 
this  in  my  room,  and  1  did  not  have  at  hand  anything  more, 
and  I  thought  I  would  mention  it. 

O.  You  could  have  found  out  by  asking  me,  could  you 
not  ? 

A.  I  did  not  think  to  do  it. 

O.  You  commented  on  that  with  me  at  breakfast,  did  you 
not? 

A.  And  I  referred  to  this  fact,  and  I  did  not  think  of 
asking  you  anything  further. 

Q.  You  knew  I  would  have  told  you  ? 

A.  I  thought  I  was  getting  all  that  I  had  the  right  to  ask. 
I  may  say  that  I  gave  you  an  opportunity — I  did  not  under- 
stand you  to  say  at  breakfast  that  I  was  wrong. 
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Q.  I  did  not  make  any  comment. 

A.  And  I  do  not  understand  you  to  say  now  that  I  am 
wrong^. 

Mr.  Marye:  I  am  not  making  any  comment. 
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W.  W.  Anderson,  having  been  duly  sworn,  was  exam- 
ined as  follows : 

Bv  Mr.  French  : — 

Q.  Will  you  state  your  name,  residence  and  occupation? 

A.  W.  W.  Anderson,  Chicago,  Illinois — rather  a  suburb 
of  Chicago,  Lagrange,  Illinois.  My  office  headquarters  are 
in  Chicago,  607  Marquette  Building.  My  occupation  is  con- 
sulting telephone  engineer. 

Q.  Will  you  please  tell  the  Commission  your  experience 
in  telephone  matters? 

A.  I  entered  the  telephone  industry  in  the  year  1898  with 
the  McLean  Electric  Company  of  Greencastle,  Indiana.  The 
work  consisted  of  installing  subscriber  station  apparatus,  as- 
sembling of  magneto  switchboards,  and  a  general  line  of  hne 
work,  construction  work.  After  about  four  years  of  this,  I 
went  on  the  road  as  a  salesman,  in  the  states  of  Indiana. 
Illinois  and  Kentucky,  selling  a  general  line  of  telephone 
supplies. 

O.  For  whom? 

A.  For  the  same  company,  after  which  I  went  with  the 
Indianapolis  Telephone  Company,  in  the  capacity  of  a  private 
branch  exchange  installer.  For  six  months  I  followed  this, 
after  which  I  was  made  manager  of  the  Irvington  Exchange, 
and  also  night  manager  of  their  entire  system.  After  about 
a  year  and  a  half  of  this  I  went  with  the  Central  Union  Tele- 
phone Company,  wliich  is  the  Rell  company  of  Indiana,  and  a 
part  of  Illinois  and  a  part  of  Ohio,  as  a  switchboard  foreman, 
installing  switchboards  and  extensions  to  switchboards,  after 
which  I  went  with  the  Western  Electric  Company,  first  in 
the  shop  as  a  switchboard  wireman  for  approximately  six 
months,  when  I  was  sent  to  Chicago  as  an  equipment  engineer. 
After  a  short  stay  there  I  was  transferred  to  Des  Moines. 
Iowa,  as  shop  foreman  and  in  charge  of  certain  switchboard 
installations  in  the  State  of  Iowa.  After  a  year  of  this.  T 
was  ])rought  back  to  Hawthorne,  in  the  general  sales  depart- 
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nicnt,  as  a  switchboard  sales  cnLnncer,  designing  and 
laying  out  plants,  laying  out  ])rimary  central  office  equipments, 
large  switchboards,  and  pricing  them  up,  furnishing  engineer- 
ing information  to  the  branch  house  salesmen.  After  two 
years  of  this  work  I  went  on  the  road  for  the  Western  Electric 
Company  as  a  salesman  in  the  State  of  Wisconsin,  selling  a 
genera]  line  of  telephone  supplies,  and  then  back  to  their 
engineering  department  for  a  short  time,  in  the  equipment 
engineering  department,  after  whicli  I  went  to  the  Arnold 
Company,  in  connection  wMth  the  valuation  of  the  property  of 
the  Chicago  Telephone  Company,  in  charge  of  central  office 
e(|uipment,  "P.  B.  X."  equipment — that  is.  private  branch  ex- 
change equipment — poles,  teams,  vehicles,  furniture,  and  mis- 
cellaneous items  of  that  nature.  I  also  worked  on  most  of  the 
general  questions  of  depreciation,  overhead  percentages  and 
the  cost  of  establishing  the  business,  etc.,  in  connection  with 
the  appraisal  of  the  Chicago  Telephone  Company.  After  this 
work  was  completed  T  acted  as  an  expert  for  the  City  of 
Lincoln  in  a  telephone  rate  case,  in  behalf  of  the  Arnold  Com- 
pany, after  which  I  conducted  an  appraisal  of  the  Denver 
property  of  the  ^lountain  States  Telephone  and  Telegraph 
Company. 

By  Mr.  jMarye:— 

Q.  For  whom  ? 

A.  In  behalf  of  the  Arnold  Company,  for  the  Shreimer 
Committee,  a  special  committee  of  the  City  of  Denver.  This 
work  was  completed  the  early  part  of  this  year.  During  the 
months  of  April,  May  and  June,  I  made  an  investigation  of 
the  rates  and  service  of  the  Providence  Telephone  Company, 
for  the  City  of  Providence,  in  behalf  of  the  Lloyd  Thomas 
Company.  Beginning  the  early  part  of  August,  since  the 
earlv  part  of  August.  I  have  been  connected  with  the  Public 
Service  Commission  of  ]vlaryland,  as  superintendent  of  an  in- 
vestigation of  the  telephone  conditions  in  the  State  of  Mary- 
land. 

Bv  Commissioner  Pexxvpacker  : — 
O.  When  was  that? 
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A.  I  am  working  on  that  at  the  present  time. 
O.  When  did  }0u  begin  it? 
A.  The  early  part  of  August. 
O.  Of  last  August? 
A.  Yes,  sir,  this  year. 

O.  Then  you  have  been  engaged  at  that  work  for  about 
four  or  five  months? 
A.  Yes,  sir. 

By  Mr.  French  : — 

O.  You  are  still  engaged  in  that  work? 
A.  I  am  still  engaged  on  that  work. 

Bv  Mr.  Marye:— 

O.  That  covers  the  State  of  Maryland? 
A.  Yes,  sir. 

By  Mr.  French  : — 

O.  In  this  investigation  of  the  State  of  Maryland,  is  or 
is  not  the  property  in  the  City  of  Baltimore  segregated  from 
the  property  elsewhere  in  the  State? 

A.  It  is. 

O.  In  your  investigations  in  Providence,  and  in  the  form- 
ing of  a  rate  schedule  in  Providence,  was  the  investigation 
state-\vide,  or  was  Providence  segregated? 

A.  Providence  was  segregated  from  the  remaining  prop- 
erty. 

Q.  In  your  investigations  in  Den\er.  was  the  whole 
State  of  Colorado  valued,  the  property  of  the  telephone  com- 
pany, and  the  rates  in  Denver  based  on  that,  or  was  the  prop- 
erty in  the  City  of  Denver  used  as  a  base  for  the  rates? 

A.  The  property  in  the  City  of  Denver  only  was  being 
considered. 

O.  Were  those  conditions  also  true  in  Nebraska,  in  }'our 
investigation  in  Lincoln? 

A.  The  property  in  Lincoln  alone,  and  the  Lincoln  zone, 
whicli  included  a  few  small  towns  in  the  suburbs,  were  given 
a  separate  valuation.  The  property  in  the  rest  of  the  State 
was  not  beinc"  considered  at  all. 
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O.  From  your  experience  in  practical  telephone  work 
through  many  years,  and  also  your  more  recent  experience  in 
aiding  in  llie  fixing  of  rates  of  certain  large  cities,  what  is  your 
opinion  upon  the  necessity  of  the  segre-^ation  of  the  value  of 
the  property  of  a  telephone  company  in  a  large  city  from  that 
of  the  property  of  a  telephone  company  throughout  the  state? 
Do  you  think  it  is  essential  ? 

A.  To  get  anything  like  an  accurate  answer  you  would 
evidently  have  to  separate  the  property  out  and  determine  the 
valuation  in  the  particular  district,  the  expenses  involved  in 
producing  the  service,  and  the  other  things  that  bear  upon 
rates.  Otherwise,  I  would  not  think  you  would  get  much  of  an 
answer.  You  might  determine  that,  in  the  whole  system,  the 
rates  were  all  right.  That  does  not  tell  us.  however,  whether 
Philadelphia  is  paying  a  proper  rate,  or  whether  Pittsburgh  is 
paying  a  proper  rate,  or  whether  all  the  remaining  towns  in 
the  State  might  be  paying  a  proper  rate  and  one  town  a  low 
rate,  and  consequently  it  would  make  the  entire  rate  low.  So 
it  seems  to  me  the  only  way  you  can  get  a  definite  answer  is 
to  consider  one  property  separately. 

Q.  \\'ould  it  not  be  perfectly  possible  that  the  telephone 
property  of  The  Bell  Telephone  Company  of  Pennsylvania 
was  not  earning  too  large  an  amount  of  money  over  the  State, 
and  yet,  as  a  matter  of  fact,  a  correct  valuation  w'ould  show 
that  the  City  of  Pittsburgh  was  paying  15%  on  the  property 
of  the  Bell  company  in  Pittsburgh,  whereas  in  Philadelphia 
that  property  was  only  paying  2%.  or  vice  versa? 

A.  That  might  be  the  case. 

By  Commissioner  Pennypacker  : — 

Q.  But  do  you  say  those  facts  are  correct,  any  of  them  ? 

A.  Oh,  no ;  that  might  be  the  case. 

O.  You  are  talking  now  about  possibilities? 

A.  Yes,  sir. 

By  AIr.  French  : — 

O.  In  other  words,  until  there  is  a  segregation,  cer- 
tainly of  the  large  cities,  it  is  impossible  to  make  a  rate 
which  you  consider  would  be  a  fair  and  proper  rate? 
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A.  That  is  right. 

Q.  And,  in  your  experience,  in  all  the  cities  tliat  you 
have  had  anything  to  do  with  in  an  advisory  capacity,  the 
rates  have  been  fixed  on  the  property  of  the  telephone  com- 
pany in  that  special  locality? 

A.  The  rates  have  been  fixed  on  the  investment  and 
the  other  conditions  afifecting  that  particular  property. 

By  Commissioner  Pennypacker: — 

Q.  Do  I  understand  you  to  express  the  opinion  that  it 
is  impossible  for  the  Commission  to  fix,  or  for  the  telephone 
company  to  fix,  rates  that  would  apply  to  a  whole  state? 

A.  That  is  my  opinion,  one  rate,  a  universal  rate. 

Q.  Do  you  think  it  is  possible  to  fix  rates  that  would 
apply  to  a  whole  city? 

A.  I  think  so,  yes,  sir. 

Q.  Why  is  it  impossible  in  the  one  case  and  possible 
in  the  other?  A  commonwealth  is  only,  after  all,  an  exten- 
sion of  population  beyond  the  city,  is  it  not? 

A.  You  are  leading  us  into  quite  a  detailed  discussion 
here. 

O.  I  am  trying  to  get  your  definite  thought? 

A.  I  would  have  to  go  back  to  the  nature  of  the  tele- 
phone business  in  order  to  answer  you.  First  we  have  a  small 
town,  have  a  small  community,  that  has  a  magneto  exchange. 
Probably  the  telephone  is  in  the  back  end  of  a  store  or  in  a 
residence.  The  cost  per  telephone,  per  station,  for  central 
ofiice  equipment,  is  probably  50  cents  or  55  cents.  The  cost 
of  service  is  low.  They  do  not  get  much,  and  they  do  not 
expect  much.  There  is  not  much  there  for  them  to  get. 
There  are  only  a  few  subscribers  for  them  to  have  access  to. 
Then  we  get  into  a  larger  town — 

Q.  I  can  understand  that  the  difticulties  increase  as  you 
broaden  out.  That  is  a  very  general  proposition,  which  is 
perfectly  comprehensible.  But  your  thought,  as  you  have 
expressed  it,  is  that  you  could  not  fix  a  rate  adapted  to  a 
state,  but  you  could  fix  a  rate  adapted  to  a  city.  Now  take 
New  York  City ;  it  has  more  people  in  it  than  the  State  had 
a  few  years   ago.     There  is  no  broad  line  of  distinction  in 
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that  resi)ect,  it  seems  to  me.  between  a  state  and  a  city. 

A.  We  would  have  to  narrow  ourselves  down  to  zones  in 
the  case  of  a  city  Hke  New  York,  while  in  an  ordinary  sized 
city,  I  think  we  could  fix  a  rate  for  the  whole  city  by  a  de- 
tailed analysis  of  the  conditions. 

O.  Do  you  think  \ou  could  cover  a  state  by  the  establish- 
ment of  zones? 

A.  It  is  barely  possible,  if  the  zones  were  small. 

Q.  Then  it  is  possible?     That  is  what  I  want  to  get  at. 

A.  You  would  have  to  make  your  zones  exceedingly 
small. 

By  Mr.  French  : — 

Q.  In  your  work  in  these  various  cases  in  which  the 
rates  were  based  upon  the  valuation  of  telephone  property 
in  those  respective  localities,  did  you  find  any  great  dlfiiculty 
in  segregating  the  property  within  the  city  from  that  within 
the  rest  of  the  state? 

A.  \\  c  have  never  had  any  difficulty  in  that  respect.  We 
have  had  some  difficultv  in  separating  toll  investment  from 
exchange  investment.  In  our  Chicago  appraisal,  which  in- 
cluded the  property  in  the  City  of  Chicago  and  about  nine 
counties  surrounding  Chicago,  we  not  only  made  a  separate 
valuation  for  each  office  in  Chicago,  and  kept  the  valuation 
for  the  City  of  Chicago  separated  from  the  suburban  territory, 
but  we  made  a  se])arate  valuation  for  each  exchange  located 
in  the  suburban  territory. 

O.  As  a  matter  of  fact,  is  not  the  investigation  which 
you  are  now  conducting  in  Maryland,  not  only  segregating 
the  property  in  the  City  of  Baltimore,  but  also  in  the  terri- 
tory which  is  termed  "Maryland  Elsewhere" — is  not  that 
property  further  segregated  so  that  it  is  possible,  if  it  is 
necessary,  to  get  back  to  the  actual  value  of  the  property 
in  a  certain  district? 

A.  A\'e  have  a  separate  study  of  unit  prices  for  Balti- 
more City — 

O.  No,  I  am  talking  about  the  property  itself. 

A.  Yes.     I  was  just  leading  up  to  that. 
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By  Commissioner  Pennvi-ackkr: — 

Q.  How  many  people  are  there  in   Maryland":' 

A.  I  do  not  know. 

Mr.  Fren'cii  :    About  a  million;  something-  over  a  million. 

Commissioner  Pennvpacker:  I  do  not  know  the  figures 
exactly,  but  I  do  not  think  there  are  as  many  people  in 
Maryland  as  in  New  York  City. 

Mr.  Marye:     Nor  in  the  City  of  Philadelphia. 

The  Witness:  There  are  so  many  different  conditions, 
such  a  wide  variation  of  conditions  in  the  State  of  Mary- 
land— we  have  the  magneto  exchange,  and  jump  on  up  to 
more  elaborate  and  more  elaborate — while  you  take  in  the 
City  of  Baltimore,  the  conditions  are  pretty  much  the  same 
throughout  the  city.  That  is  why  you  would  make  your 
zone  on  the  basis  of  type  of  equipment,  rather  than  on 
geographical  locations. 
By  Commissioner  Pennvpacker  : — 

O.  Then  is  that  not  also  true  of  a  city?  You  go  down 
along  the  river  where  the  business  people  congregate,  and 
you  have  one  set  of  conditions,  and  you  go  out  into  the 
more  rural  parts,  where  they  have  other  improvements,  and 
you  have  another  condition? 

A.  They  would  have  the  same  class  of  telephone  serv- 
ice, however.  They  would  have  the  same  kind  of  switch- 
board, and  they  would  use  the  same  sort  of  conductors  that 
some  other  man  would  use  and  the  same  sort  of  a  tele- 
phone apparatus,  while  out  in  the  country  we  >voul(l  use 
altogether  a  diiTerent  type  of  apparatus.  The  conditions 
would  be  dififerent — ^the  conditions  are  so  very  different. 

By  Commissioner  Brecht:— 

Q.  AVould  you  require  a  certain  study  of  each  large 
town  in  a  state  like  Pennsylvania  before  you  could  approach 
a  system  of  rate-making  for  the  state?  Or  in  what  sized 
town  would  conditions  fully  a]:)proach  the  conditions  of  rural 
districts? 

A.  I  have  not  made  any  study  of  the  question.  I  could 
only   answer   your  first   question.      I   surely   w'ould   require 
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a  detailed  study  of  any  large  t(j\vn  in  order  to  establish  a 
rate  in  that  town. 

O.  Would  the  difference  in  towns  of  50,000  and  rural 
sections  warrant  a  special  study  and  segregation  of  the 
town? 

A.  I  should  think  you  would  have  to  make  a  study  of 
any  town  down  to  much  smaller  than  50,000  people. 

Commissioner  Penxvpacker:  It  is  undoubtedly  true 
that  the  more  you  know  about  the  subject  in  its  details, 
the  more  likely  you  are  to  get  a  correct  system.  That  is 
a  general  proposition  which  is  true,  I  have  no  doubt. 

Cross-examination. 

Bv  Mr.  Marye:— 

O.  A\"ould  you  fix  the  rates  in  any  city  without  know- 
ing what  effect  that  would  have  on  the  revenue  of  the  com- 
pany as  a  whole? 

A.  After  I  had  considered  the  toll  revenues  that  logic- 
ally belonged  to  that  city,  I  surely  would  fix  the  rates  re- 
gardless of  the  rest  of  the  state. 

O.  Regardless  of  the  revenues  of  the  company  as  a 
whole? 

A.  I  say,  after  you  take  careful  consideration!  of  the 
toll  revenues,  then  I  would  establish  the  rate  based  on  the 
local  conditions  in  the  city,  regardless  of  the  rest  of  the 
state. 

O.  Row  could  you  fix  those  toll  rates  without  a 
knowledge  of  the  revenue  as  a  whole? 

A.  How  could  I  fix  the  toll  rates  Avithout  the  knowl- 
edge ? 

0.  Of  the  revenues  as  a  whole. 

A.  That  is  a  fairly  simple  proposition,  I  think.  Knowl- 
edge of  the  revenues  as  a  whole,  if  I  understand  you  right? 

O.  Yes. 

A.  I  would  not  consider  the  revenues  at  all  in  deter- 
mining the  pro-rata  part  of  the  toll  investment  to  a  certain 
town. 

O.  How  would  you  get  at  expenses  in  a  certain  town? 
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A.  The  expenses  in  a  certain  town  are  usually  kept 
separate. 

O.   Is  that  true? 

A.  It  is  true  in  Baltimore,  I  know. 

Q.  Since  when? 

A.  Since  1909,  since  your  consolidation  with  the  C.  &  P. 
telephone  company  of  Washington,  or  Virginia,  or  some 
other  company. 

O.  AA  as  that  true  in  Providence? 

A.  It  was  true  in  Providence ;  except  some  of  the  gen- 
eral expense,  such  as  the  OA-erhead  for  president's  salary  and 
things  of  that  sort,  it  was  absolutely  true.  It  was  true  in 
Denver.  It  has  been  true  in  every  investigation,  I  think, 
that  I  have  been  interested  in. 

Q.  In  Bell  telephone  companies? 

A.  In  Bell  telephone  companies. 

O.  Did  they  keep  their  expenses  and  revenues  by  locali- 
ties? 

A.  In  so  far  as  the  locality  I  was  considering,  that  is 
true;  Providence,  Denver,  Baltimore,  Chicago. 

O.  Is  that  true  of  any  city  in  Maryland  outside  of  Balti- 
more ? 

A.  I  could  not  say.  I  have  not  gotten  into  that  case 
that  far.     I  am  doubtful. 

O.  You  are  investigating  the  rates  in  the  entire  State 
of  ^Maryland? 

A.  Should  I  find  it  was  not  true,  should  I  find  I  wanted 
to  determine  the  expenses  for  Cumberland,  for  instance,  J 
surely  could  get  some  method  of  pro-rating  pretty  easily. 

O.  Pro-rating  what? 

A.  Pro-rating  the  expenses  of  the  State  of  Alaryland 
outside  of  Baltimore  City. 

Q.  Exactly,  the  State  as  a  whole.  Then  you  would  have 
to  know  what  the  expenses  of  the  State  were  before  you 
could  pro-rate? 

A.  If  T  could  not  do  that,  I  could  make  up  my  expense 
sheet,  I  think. 

Q.  You  would,  then,  fudge  up  an  expense  sheet? 

.\.  No,  sir,  I  do  not  think  so. 


1790a  IV.  JF.  Anderson. 

Q.  I  do  not  mean  "fudge"  in  an  invidious  sense. 

A.  I  would  make  an  expense  sheet  based  on  the  condi- 
tions I  found  in  the  city. 

O.  In  your  investigations  in  Denver,  that  was  before 
a  city  committee,  was  it  not? 

A.  It  was. 

Q.  That  only  had  jurisdiction  over  the  city? 

A.  That  is  right. 

Q.  They  had  no  jurisdiction  beyond.  How  about  the 
City  of  Providence? 

A.  Just  a  little  further  in  connection  with  the  Denver 
case ;  the  committee  w^as  appointed  at  the  instigation  of  the 
telephone  company,  the  committee  was  being  paid  by  the  tele- 
phone company,  the  expense  that  the  committee  involved  was 
being  paid  by  the  telephone  company,  and  consequently  we 
were  making  an  investigation  for  the  telephone  company  and 
the  telephone  company  were  recommending  that  we  should 
segregate  Denver. 

O.  For  the  City  of  Denver? 

A.  For  the  City  of  Denver. 

Q.  For  a  committee  of  the  City  of  Denver,  and  the  same 
is  true  of  Providence? 

A.  The  same  is  true  of  Providence. 

O.  Did  you  make  a  written  or  printed  report  that  in- 
cluded the  results  of  your  investigation  in  Providence? 

A.  I  did. 

O.  Would  you  kindly  send  a  copy  of  that  to  this  Com- 
mission and  file  it  as  an  exhibit? 

A.  I  would  be  glad  to. 

Q.  Do  you  know  what  rate  of  return  the  City  of  Provi- 
dence decided  to  be  fair  for  the  Providence  Telephone  Com- 
pany operating  therein? 

A.  I  do  not. 

Q.  Was  it  not  8%  ? 

A.  I  could  not  answer  the  question. 

Q.  You  do  not  know? 

A.  I  do  not  know;  I  have  not  heard.    I  recommended  7%. 

O.  And  they  adopted  8.  You  do  not  know  whether  they 
adopted  8  or  not? 
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A.  I  do  not. 

Q.  In  Chicago  you  were  talking  about  an  investigation 
of  the  Chicago  Telephone  Company  by  the  city  council  of  the 
City  of  Chicago? 

A.  That  is  right. 


Mr.  Gordon  :  I  was  going  to  state  to  the  Commission. 
if  it  is  proper  for  me,  that  that  is  all  the  evidence  that  we 
have  in  this  state-wide  investigation.  I  wanted  to  say  to 
the  Commission  that  we  wanted  to  have  an  opportunity  to 
say  something  to  you,  either  now  or  after  the  adjournment, 
with  reference  to  the  propriety  of  taking  up  the  case  of  the 
Pittsburg  Chamber  of  Commerce,  in  which  the  City  of  Pitts- 
burgh has  intervened,  and  as  to  what  would  be  the  proper 
procedure  in  that  case,  and  how  we  would  go  on.  The  Com- 
mission will  perhaps  recall  that  there  was  a  specific  com- 
plaint filed  by  the  Pittsburgh  Chamber  of  Commerce  against 
the  rates  in  the  City  of  Pittsburgh.  That  complaint  was  filed 
in  November,  1913.  The  telephone  company  has  never  even 
filed  an  answer  to  it.  In  that  complaint  the  City  of  Pitts- 
burgh has  intervened  as  a  party  complainant,  and  it  seemed 
to  us  that,  perhaps,  it  would  be  proper  now  to  make  some 
arrangement  for  the  hearing  of  that  case  and  for  the  method 
of  procedure.  The  evidence  that  we  have  presented  here  has 
l)een  only  such  as  we  could  give  in  the  state-wide  investiga- 
tion, thinking  that  the  Pittsburgh  case  would  be  more  or  less 
affected  by  this  state-wide  investigation. 

Mr.  Marye:  If  the  Commission  please,  it  is  my  recollec- 
tion that,  when  the  complaint  of  the  Chamber  of  Commerce 
of  the  City  of  Pittsburgh  was  filed  with  this  Commission,  in 
November,  1913,  the  Chamber  of  Commerce  of  the  City  of 
Pittsburgh,  through  its  counsel,  requested  that  that  case  be 
consolidated  with  this  inquiry,  and  it  is  my  recollection  that 
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that  was  announced  by  the  then  Chairman  of  the  Commission, 
in  one  of  the  hearings  of  this  case;  and,  at  the  last  hearing, 
in  November  of  this  year,  the  counsel  for  the  City  of  Pitts- 
burgh requested  that  the  City  of  Pittsburgh  be  permitted  to 
intervene  in  this  case.  Now,  as  I  understand  the  request  of 
the  counsel  for  the  Chamber  of  Commerce  of  the  City  of 
Pittsburgh,  they  desire  to  have  a  separate  investigation  and 
hearing  of  the  complaint  of  the  Chamber  of  Commerce  of  the 
City  of  Pittsburgh  and  of  the  City  of  Pittsburgh.  The  posi- 
tion of  the  Bell  Telephone  Company  is  that  we  are  before 
this  Commission,  as,  we  hope,  law-abiding  citizens  of  the  State, 
and  we  will  agree,  of  course,  and  not  object  to  any  method 
of  conducting  this  inquiry  and  the  inquiries  under  the  com- 
plaint of  the  Chamber  of  Commerce  of  the  City  of  Pitts- 
burgh, and  also  of  the  City  of  Pittsburgh. 

Commissioner  Pennypacker:  This  case,  as  I  under- 
stand it,  arose  through  an  effort  to  ascertain  whether  or  not  a 
uniformity  of  rates  could  be  established  over  the  Common- 
wealth. Now  if  the  Chamber  of  Commerce  were  permitted 
to  intervene,  as  I  believe  they  were,  it  would  appear  that  the 
effect  of  that  intervention  would  be  to  give  them  a  stand- 
ing in  this  case  to  enable  them  to  present  testimony  and  to 
cross-examine  upon  the  case  which  we  had  before  us,  not  upon 
another  one.  If  we  are  to  have  an  inquiry  about  the  City  of 
Pittsburgh,  or  the  establishment  of  rates  in  Pittsburgh,  I  am 
not  at  all  sure  that  the  Chamber  of  Commerce  could  under- 
take to  represent  the  city  in  that  respect.  Have  they  any 
relation,  any  official  relation,  to  the  city?  If  the  question 
were  one  of  the  determination  of  the  telephone  rates  where 
telephone  service  is  supplied  to  the  Chamber  of  Commerce, 
that  would  be  entirely  within  their  province,  but  to  fix  a  rate 
for  the  City  of  Pittsburgh  and  to  fix  a  distinct  rate  for  it,  I 
am  not  sure  that  the  Chamber  of  Commerce  could  undertake 
to  have  it  done.  Xon  constat  that  the  number  of  people  out- 
side of  their  bailiwick  might  object  very  seriously,  ^^'e  gave 
you  a  standing  in  the  case  which  we  had,  and  you  have  ap- 
peared and  have  presented  testimony  and  have  cross-examined, 
and  that  is  very  helpful.  It  has  been  of  great  benefit  to  the 
Commission.  But  I  take  it  that  has  been  in  the  case  we  have 
had  before  us,  has  it  not? 
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Mr.  Gordon  :  I  think  so,  and  that  is  why  I  thought  that 
it  might  be  proper — it  is  a  question,  perhaps,  of  procedure. 
The  question  is,  how  we  are  going  to  get  at  the  Pittsburgh 
question.  We  would  not  have  any  objection,  on  behalf  of  the 
City  of  Pittsburgh,  to  having  those  cases  consolidated  with 
this  case,  but  I  tried  to  find  out  what  the  state  of  the  record 
was  in  the  proceeding  and  I  could  not  find  out.  I  do  not 
think  the  records  of  this  Commission  show  that  any  order  of 
any  kind  ever  was  made,  that  the  appearance  of  the  Chamber 
of  Commerce  in  this  case  has  been  just  as  a  sort  of  amicus 
curiae  and  it  was  not  a  party  to  this  proceeding.  There  has 
never  been  any  order  making  it  a  party  to  this  proceeding. 
We  have  been  here  because  we  thought  the  interests  of  Pitts- 
burgh would  be  affected  by  the  state-wide  investigation,  and 
the  Commission  was  kind  enough  to  let  us  appear,  as  I  sup- 
pose they  would  any  citizen  of  Pennsylvania,  who  saw  fit  to 
take  an  interest  in  that  investigation.  Xow  then,  we  think 
that  we  have  shown  by  evidence  here  that  the  state-wide 
investigation  is  insufficient,  simply  preliminary.  It  is  simply 
a  point  that  gives  you  general  information  which  will  be  help- 
ful to  you  in  determining  questions  in  particular  localities. 
For  instance,  if  you  find,  with  Professor  Bemis,  that  the  tele- 
phone company  is  making  a  million  dollars  more  out  of  the 
State  of  Pennsylvania  than  it  should  make,  you  do  not  know, 
for  example,  whether  Philadelphia  is  not  paying  a  million 
too  little  and  Pittsburgh  two  millions  too  much.  You  do  not 
know  where  that  million  dollars  has  come  from.  Now  I 
assum.e  that  the  reason  that  an  answer  was  never  filed  to  the 
petition  of  the  Pittsburgh  Chamber  of  Commerce,  was  be- 
cause it  was  filed  prior  to  the  1st  of  January,  prior  to  the 
adoption  of  the  rules  by  this  Commission — 

Mr.  Marye:     Oh,  no. 

Mr.  Gordon:  Your  rules  went  into  effect  the  1st  of 
January. 

Commissioner  Pennypacker:  Your  recollection,  Mr. 
Marye,  agrees  with  his,  that  you  have  not  filed  an  answer, 
does  it? 

Mr.  Marye:  Yes,  sir,  and  my  recollection  also  is  we 
were  told  not  to  do  it.     My  recollection  of  the  record — I 
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will  not  be  positive — is  that  the  record  will  show  that,  at  one 
of  the  early  hearings,  if  not  the  very  first,  Judge  Ewing"  an- 
nounced that  the  Commission  had  received  a  complaint  from 
the  Chamber  of  Commerce  of  the  City  of  Pittsbur^^h,  and 
that  the  Commission  had  consolidated  that  matter  with  this 
inquiry.  We  have  been  going  on  the  assumption  that  it  was 
an  accomplished  fact,  but  the  company  will  make  no  objec- 
tion to  any  ruling. 

Commissioner  Pennypacker:  The  determination  of 
this  application  begins  with  an  examination  of  the  record, 
and  I  must  admit  that  I  do  not  know  what  ij  is.  I  think  we 
may  say,  on  the  part  of  the  Commission,  that  we  will  have 
the  record  examined  and  determine  something  about  your 
special  application.  We  will  find  out  what  shape  it  is  in,  and 
probably  determine  definitely  what  your  relation  to  it  is.  - 

Mr.  Gordon  :  If  it  is  only  a  question  of  procedure,  you 
know,  it  would  be  very  easy  to  file  a  new  complaint  to-day, 
but  I  do  not  think  anybody  wants  to  do  that. 

Commissioner  Pennypacker:  It  may  be  that  that 
would  be  the  better  course.  I  do  not  know,  but  we  will  look 
into  it  and  find  out  what  the  record  shows. 

Mr.  Gordon  :  We  do  not  care,  we  would  be  perfectly 
willing  to  have  that  proceeding  consolidated  with  this,  but  we 
think  there  ought  to  be  a  formal  order  of  consolidation,  so 
that  there  will  be  something  on  the  record  that  would  show. 
Then,  if  it  goes  on  as  an  independent  case,  we  want  an  oppor- 
tunity now,  as  the  state-wide  investigation  seems  to  be  over, 
to  take  up  our  particular  little  dispute  in  the  City  of  Pitts- 
burgh. I  wanted  to  suggest  to  the  Commission  that  we 
wanted  that  opportunity,  and  have  some  procedure  fixed  by 
which  we  would  go  about  it,  and,  as  a  preliminary  to  that, 
I  may  just  go  ahead  for  a  minute  and  say  that,  as  preliminary 
to  that,  I  thought  I  would  ask  the  Commission  to  make  some 
directions  as  to  the  furnishing  of  data  by  the  telephone  com- 
pany, which  they  doubtless  have ;  that  is.  if  counsel  could 
not  agree  upon  it.  When  I  find  out  that  is  going  to  be  taken 
up.  I  could  communicate  with  counsel  and  ask  him  for  certain 
information,  because  I  take  it  that  in  that  particular  case  the 
burden  of  proof  is  on  us,  that  we  should  start. 
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Mr.  Marve  :  And  we  supply  information  to  enable  you 
to  meet  that  burden? 

Mr.  Gordon  :  Surely,  because  it  is  the  easiest  thing  to 
do.  I  do  not  suppose  that  you  want,  or  the  Commission  want, 
me  to  get  out  a  subpoena  duces  tecum,  and  bring  all  the  ac- 
counting officers  and  bring  all  the  books  of  The  Central  Dis- 
trict and  Printing  Telegraph  Company  down  to  Harrisburg. 
It  would  be  infinitely  easier  for  you  to  give  us  a  certain  state- 
ment of  what  those  books  show  than  for  us  to  go  through 
that.  It  is  an  unpleasant  way  of  getting  this  data,  and  I 
would  like  to  get  it  in  a  pleasant  way  if  I  can. 

The  Chairman  (Commissioner  Wallace)  :  The  sugges- 
tion has  been  made  and  the  Commission  will  act  upon  it  and 
advise  each  of  you  what  the  decision  is,  so  far  as  the  Cham- 
ber of  Commerce  is  concerned. 

Mr.  Marye:  Are  we  to  understand  two  things,  may  it 
please  the  Commission :  that  in  your  order  you  will  direct 
whether  or  not  the  company  should  answer  the  complaints 
filed,  and  also  whether  the  company,  upon  the  examination 
of  the  written  testimony  produced  yesterday  and  to-day,  may 
have  an  opportunity  of  producing  rebuttal  if  it  thinks  neces- 
sary? 

Commissioner  Pennypacker:  I  think  that  opportunity 
ought  to  be*' given  to  you. 

Mr.  Marye:  We  will,  at  the  earliest  moment,  communi- 
cate our  desire  to  the  Commission. 

Commissioner  Pennypacker:  The  status  of  your  posi- 
tion, I  think  I  can  assure  you,  Mr.  Gordon,  will  be  fixed  in 
some  way  or  other.  I  only  wanted  to  say  in  this  case  which 
we  have  before  us  that  your  position  is  a  little  stronger  than 
that  of  being  simply  a  friend  of  the  court,  because  you  have 
an  interest  of  some  kind  or  other. 

Mr.  Gordon  :     Oh,  yes. 

Commissioner  Pennypacker:  The  Chamber  of  Com- 
merce is  interested  in  the  disposition  of  the  telephone  ques- 
tion, so  you  are  not  simply  entering  into  a  strange  field. 
You  have  an  interest  here. 
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Mr.  Gordon  :     Then  I  understand  the  testimony  in  this 
case  is  not  closed,  but  we  will  be  advised  whether  it  is  closed? 
Mr.  Marve:    Yes,  sir.    That  was  my  request. 


Adjourned  to  meet  at  a  time  to  be  fixed  later. 
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160,552 

1891 

40,077 

1892 

76,521 

1893 

177,745 

1894 

279,793 

1895 

338,097 

1896 

296,939 

1897 

469,954 

1898 

578,678 

1899 

711,413 

1900 

839,396 

1901 

993,633 

1902 

1,097,613 

1903 

1,503,906 

1904 

1,781,172 

1905 

2,204,762 

1906 

2,706,252 

1907 

3,247,901 

1908 

3,511,422 

1909 

3,200,671 

1910 

3,098,286 

1911 

3,333,311 

1912 

3,002,272 

1913  (10 

I  2,864,158 

THE   BELL  TELEPHONE   COMPANY  OF  PENNSYLVANIA  AND  ASSOCIATED   COMPANIES 
STATE  OF  PENNSYLVANIA 

DEVELOPMENT   COST   STATEMENT 


Fair  Return  on 

Fair  Return 

New  Investment 

Total  Fair 

Gross 

Total  Operating 

N 

Deficit  or 

Additions  to 

Increment 

Total 

Investment 

on  Investment 

Average  6 

Telephone 

Expenses 

Earnings 

Development 

Property  During 

in  Working 

Property  Cost 

January  1 

at  8  Percent. 

Months  at 

Earnings 

Including  Taxes 

Cost 

Capital 

December  31 

8  Percent. 

$^.168,438 

$173,475 

526,864 

$199,339 

Slj78.12fi 

S479.074 

5199,052 

08 

287 

S642.002 

W,604 

$2,815,331 

2,815,331 

225.226 

9.4S8 

234,714 

310,109 

0 

75,455 

233.708 

3,488 

2.977.072 

2,977.072 

238,166 

2.218 

240,384 

278,752 

0 

38,308 

50.842 

4,613 

2.994.159 

2,994.159 

239,533 

14.500 

254,033 

306,309 

0 

112,270 

348,554 

13,942 

3,244,379 

3,244,379 

259.560 

15,505 

275.055 

1.177,.'iS3 

79.3S7 

376,921 

10,703 

3,552,616 

3,552,011} 

284.209 

12,110 

296.319 

1.342.9I>S 

13.V707 

291,098 

11,644 

3,991.125 

3,991,125 

319.290 

12,140 

307.150 

1,422.737 

1. 402.814 

40,077 

347.227 

297,250 

6,240 

4.034,862 

4,034,862 

322.789 

5,692 

328.481 

1.508.025 

1.431.504 

76.521 

251 ,900 

130,892 

11,402 

4,429,116 

4  429  116 

354.329 

13,305 

367.634 

1,630,268 

1.452..523 

177.745 

319,806 

12,810 

4,951,621 

4,951,621 

396.130 
At  7  Percent. 

8,108 
7  Percent. 

404,238 

1,717,922 

1,438.129 

279.793 

124.445 

194.906 

7,796 

5,278,768 

5.278,768 

369.514 

21.875 

391.389 

1,818,282 

1,480,185 

338.097 

53.292 

600.969 

24.038 

5,957.057 

5.957.057 

416.994 

42.240 

459.234 

2.063.659 

1,766,720 

296.939 

102.295 

1.150.363 

56.498 

7.326.213 

7.326.213 

512.835 

28,162 

540.997 

2.337.839 

1,867,8.85 

469.954 

71.013 

770.409 

J4.230 

8,201,895 

8,201,895 

574.133 

38,251 

612.384 

2.667..509 

2,088.831 

578.678 

33.700 

1.045.762 

47.125 

9,328.488 

9,328,488 

652.994 

87,693 

740.687 

3.142,6.')2 

2.431.239 

711.413 

96.380 

li..803,284 

11,863,284 

830.430 

103,231 

933,661 

3.694.443 

2.855,047 

839.396 

94,265 

113.441 

14,900,999 

14.906,999 

1.043.490 

94,313 

1,137,803 

4.001,152 

3.007,519 

993.633 

1+1,170 

2,591,018 

103.642 

17,745,829 

17.745.829 

1,242.208 

130,717 

1,372,925 

4,965,164 

3,867,551 

1,097,613 

275,312 

3.58.8,356 

146.422 

21,755.919 

21.755.919 

1.522,914 

111,963 

1,634.877 

6,102,561 

4,598,665 

1,503,906 

130.971 

3,075,903 

123.036 

25.085.829 

25,085,829 

1,756,008 

82.167 
6  Percent. 

1,838,175 

6,818,178 

5,037,006 

1,781,172 

57.003 

2,257,328 

90.293 

27.490.453 

27.490.453 

1,649,427' 

96,742 

1,746.169 

7,696,395 

5,491,033 

2,204,702 

0 

458.593 

3,100,717 

124,029 

30.256.606 

30,256,606 

1,815,396 

226,400 

2,041,796 

9,305,440 

6,599,18S 

2,700,252 

0 

001.450 

7,253.801 

292,851 

37.138.802 

37,138.802 

2,228,328 

94,775 

2,323,103 

10,113,337 

0,865,436 

3.247,901 

0 

924.79S 

3,037,663 

121,507 

39.373.174 

39.373,174 

2,362,390 

77,631 

2,439.921 

10.475,672 

3,511.422 

0 

2,484.952 

99,398 

40,886,023 

40.886,023 

2.453.161 

56,742 

2,.509.903 

10,935,360 

7,734,089 

3,200.071 

0 

090.708 

1,818.657 

72.746 

42,086,658 

42.086,658 

2.525.199 

100,493 

2,625,692 

12,320.174 

9,221,8.88 

3,09S,2.S6 

0 

3.220.910 

128.837 

44,963,817 

44,963,817 

2,697,829 

74,372 

2,772.201 

13,240,579 

9,907,208 

3,333.311 

0 

561.110 

2,383.706 

95,348 

46.881.761 

46,881,761 

2,812,906 

82,009 

2.894.915 

14,330,645 

11,328,373 

3.002.272 

0 

107.357 

2.628.482 

105,139 

49.508.025 

49,508,025 

2,475,402 

76,213 

2.551.616 

12.311.149 

9,446,991 

2.801,158 

0 

312.543 

2.931.287 

117,251 

.52.244.020 

r 


Year 


^SSOCIA' 


pound,  at 


Net 
Earnings 


lao-  $199,052 

\m  310,169 

]°°^  '     278,752 

\lnL  \     366,309 

\l^  I     354,442 

im  160,552 

1891  I    -40'0"7 

|Sq^  I       76,521 

\°l'^  :      177,745 

Jl^^  :     279,793 

,j,Q.  i  338,097 

isQft  !  296,939 

|5qH  I   469,954 

isQS  578,678 

g  I  711,413 

\l^  839,396 

innV  '   993,633 

Tona  1,097,613 

JgQ3  I  1,503,906 

1904  :  1-781, 1"2 

,9Q5  2,204,762 

I^X^  !  2,706,252 

io^X  :  3,247,901 

jXXi  3,511,422 

[:^l  3,200,671 

tmn  3.098,286 

IqIY  3,333,311 

|x|i  3,002,272 

^^^"^  2,864,158 


1913  {_ 


2,815,870 
2,991.884 
.3,216,208 


10,190,083 
13,000,023 
15,561,894 
19,244,816 
22.190.506 

24,158,814 
26,725,069 
33,395,373 
35,405,139 
30.679,900 
37.628,174 


Fair  Return 
on  Invcstmen 
ar  6  Percent. 

$130,106 
165,930 
171,934 
168,952 
179,513 
192,972 
213.627 
210.094 
226,902 
250,407 


413,367 
470.989 
611.405 
780,002 
933,714 
1.154,689 
1,331,430 


2,003.722 
2,124,308 
2,200,794 
2,257,690 


Bcmis  Exilibil  2 

THE  BELL  TELEPHONE  COMPANY  OF  PENNSYLVANIA  AND   ASSOCIATED  COMPANIES 

STATE  OF  PENNSYLVANIA 

DEVELOPMENT  COST  STATEMENT 

On  Basis  of  Guarantee  of  Earnings  Cutnulative  Compound,  at  6^!^,. 


Fair  Return  o 
.\verage  6 


18,750 
36,206 
34,139 


77.531 
56.742 
100.493 
74.372 
82,009 
76.213 

I. ,591.075 


Total  Fa 


860,842 
1.045.757 
1.250,657 
1,401.869 

1,546.271 
1.829.904 
2.098,497 
2,201,839 


Total  Operating 


2,0SS,S31 
2.431.239 
2,855,047 
3,007,519 


5,037.000 

5,491.633 
6.599,188 
6..S65,436 
0,904,250 
7,734,6811 
!I,221,S'SS 
fl.907,26s 
11,33S,373 


76.521 
177.745 
279.793 


839.396 
993.633 
1,097,613 
1..503,906 
1.781. 172 

2.204.762 
2.706.252 
3.247.901 


—51.856 
—253.249 
—379.313 

—658,491 
—873,348 
-1,149,404 
— LSOC.ISS 


— S44.070 
—107,931 
-578.050 


Additions  lo 

Increment 

Total 

Property  During 

in  Working 

Property  Cost 

Year 

Capital 

December  31 

8642,002 

u.eiu 

, 

233,708 

s.*** 

50,842 

4.013 

348,554 

13.942 

376,921 

10.703 

291.098 

11.044 

—297,250 

-6.240 

1    0 

130,892 

11.402 

3  781  69 

319.806 

12.810 

4  173  448 

3.100,717 
7.263,801 
3.037,663 


2,383.706 
2.628.482 
2,931,287 


124,029 
292,851 
121.507 
99.398 


c 
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PENNSYLVANIA  TELEPHONES 

Bemis  Exhibit  j 

Annual  Percent  Depreciation  not  cared  for  by  current  Maintenance. 
(Based  on  Company's  Exhibit  K.,  page  39  B.) 


Land 
Buildings 
C.  O.  Equipment 
Sublicensee,  C.  O.  Equipment 
Station  Apparatus 
Installations 
Interior  Block  Wires 
Private  Branch  Exchanges 
Booths  and  Special  Fittings 
Sublicensee  vStation  Apparatus 
Exchange  House  Cable 
Exchange  Submarine  Cable 
Total  Submarine  Cable 
Rights  of  Way 


0 

2.6% 

10.  % 

10.  % 

10.  % 

0 

7.5% 

10.  % 

10.  % 

10.  % 

6.7% 

11.1% 

11.1% 

0 


Percentages  on  the  remaining  classes  of  property  are  united  in  larger 
groups  than  are  given  in  Exhibit  K.,  page  39-b,  in  order  to  conform  with 
the  grouping  in  Exhibit  TT,  page  116-b.  The  percentages  are  worked  out 
as  below  from  the  data  given  on  page  39-b. 


DESCRIPTION 

Exchange  Pole  Lines 
Toll  Pole  Lines 


Estimated 

Replacement 

Values 

Aug.    31,    1912 

$4,117,365 
4,177,694 


Proper  Annual 

Appropriation  %  to 

Depreciation 

Reserve 

$391,149.68 
259,017.03 


Yearly 
Amt.  to 
Depreci- 
ation Res. 

9.5% 
6.2 


Total  Pole  Lines 

8,295,059 

650,166.71 

7.84% 

Exchange  Aerial  Cable 
Toll  Aerial  Cable 

3,562,402 
327,917 

235,118.53 
19,019.19 

6.6% 
5.8 

Total  Aerial  Cable 

3,890,319 

254,137.72 

6.53% 

Exchange  Aerial  Wire 
Toll  Aerial  Wire 

3,505,617 
2,524,703 

262,921.27 
58,068.17 

7.5% 
2.3 

Total  Aerial  Wire 

6,030,320 

320,989.44 

5.32% 

Exchange  Underground  Conduit 
Toll  Underground  Conduit 

7,804,337 
504,278 

187,304.09 
10,085.56 

2.4% 
2.0 

Total  Underground  Conduit 

8,308,615 

197,389.65 

2.38% 

Exchange  Underground  Cable 
Toll  Underground  Cable 

6,064,449 
616,250 

242,577.96 
17,790.00 

4.0% 
2.4 

Total  Underground  Cable 


6,6S0,669 


260,367.96 


3.90% 
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PENNSYLVANIA  TELEPHONES 

Bemis  Exhibit  4 
Annual  Depreciation  Applied  to  Cost  of  Property 

(Percentages  used  by  Company  in  Exhibit  K.,  page  39-b,  Summarized  in 

Bemis  Exhibit  3,  applied  to  the  actual  cost  of  the 

property  given  in  Exhibit  TT,  page  116-b.) 


DESCRIPTION 

Auditor's 
Book  Value 

Annual 
Percent 

Annual 
Amount 

Depreciation 

Depreciation 

Land 

$1,037,315 

0 

0 

Buildings 

3,259,318 

2.6 

$84,742.27 

C.  0.  Equipment 

6,887,321 

10 

688,732.10 

Sub-Licensee  C.  O.  Equipment 

7,918 

10 

791.80 

Station  Apparatus 

2,659,494 

10 

265,949.40 

Installations 

1,335,418 

0 

0 

Interior  Block  Wires 

119,288 

7.5 

8,946.60 

Private  Branch  Exchanges 

1,285,334 

10 

128,533.40 

Booths  and  Special  Fittings 

133,832 

10 

13,383.20 

Sub-Licensee  Station  Apparatus 

14,539 

10 

1,453.90 

Pole  Lines 

6,078,583 

7.84 

476,560.90 

Aerial  Cable 

3,717,067 

6.53 

242,724.48 

Aerial  Wire 

5,605,193 

5.32 

298,196.27 

Underground  Conduit 

8,683,080 

2.38 

207,525.61 

Underground  Cable 

6,680,992 

3.90 

260,558.69 

House  Cable 

79,301 

6.7 

5,313.17 

Submarine  Cable 

42,457 

11.1 

4,712.73 

Rights  of  Way 

627,367 

0 

0 

Total    Real    Estate,    Equip- 

ment and  Lines 

$48,253,817 

$2,668,124.52 

Contingencies  and  Omissions 

0 

0 

0 

Broad  and  Spruce    Street    Prop- 

erty, Philadelphia 

328,170 

0 

0 

Total  Plant 

$48,581,987 

5.492 

0 

Supplies 

$550,025 

Office  Furniture  and  Fixtures 

234,424 

Tools,  Teams,  Motor  Vehicles 

182,502 

Total  of  last  three  Items 

$966,951 

Cash,  Working  Capital,  Est'd 

2,250,000 

Total  Working  Capital 

$3,216,951 

Organization  Development 

0 

Selling  Service 

0 

Interest  and   Operating   Expense 

during  Development 

0 

Total    Cost   of   Establishing 
the  Business 
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PENNSYLVANIA  TELEPHONES 

Bemis  Exhibit  5 

PERCENT  OF  DEPRECIATION  TO  REPLACEMENT  VALUE, 
as  of  AUGUST  31,  1912. 

(Computed  from  Exhibit  N,  Page  42b.) 

Percent 
of  Depre- 
ciation to 
Replace- 
ment 
Value 


DESCRIPTION 


PLANT 
Land 
Buildings 

C.  O.  Equipment  (including  Sub-Licensee) 
Station  Apparatus 
Installations 
Interior  Block  Wires 
Private  Branch  Exchanges 
Booths  and  Special  Fittings 
Sub-Licensee  Station  Apparatus 
Pole  Lines 
Aerial  Cable 
Aerial  Wire 
Undergrotind  Conduit 
Underground  Cable 
House  Cable 
Submarine  Cable 
Rights  of  Way 

Total — Real  Estate,  Equipment  and  Lines 
Contingencies  and  Omissions,  3% 

Total 

Broad  and  Spruce  Streets,  Philadelphia  Real  Estate 

TOTAL  PLANT 
OTHER  PLANT  ASSETS 
COST  OF  ESTABLISHING  BUSINESS 

GRAND  TOTAL 


26.86% 

23.60 

22.50 

22.50 

40.50 

22.50 

22.50 

22.45 

49.65 

12.20 

28.39 

5.90 

5.50 
21.29 
65.65 


20.94 
20.94 

20.94 

20.76 

15.49 
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PENNSYLVANIA  TELEPHONES 

Bemis  Exhibit  6 

DEPRECIATION  UP  TO  AUGUST  31,  1912,  AS  APPLIED  TO 
INVESTMENT  COST 

Applying  Percentages  Computed  in  Previous  Exhibit,  to  Cost,  as  of  August 
31,  1912,  Exhibit  TT,  p.  116-b. 


Property 

DESCRIPTION  August 
31,  1912 

PLANT 

Land  $1,037,315 

Buildings  3,259,318 

C.  O.  Equipment  6,887,321 

Sub-Licensee,  C.  O.  Equipment  7,918 

Station  Apparatus  2,659,494 

Installations  1,335,418 

Interior  Block  Wires  119,288 

Private  Branch  Exchange  1,285,334 

Booths  and  Special  Fittings  133,832 

Sub-Licensee  Station  Apparatus  14,539 

Pole  Lines  6,078,583 

Aerial  Cable  3,717,067 

Aerial  Wire  5,605,193 

Underground  Conduit  8,683,080 

Underground  Cable  6,680,992 

House  Cable  79,301 

Submarine  Cable  42,457 

Right  of  Way  627,367 


Percent 
Depre- 
ciation 


0 

26.86% 

23.60 

23.60 

22.50 

22.50 

40.50 

22.50 

22.50 

22.45 

49.65 

12.20 

28.39 

5.90 

5.50 
21.29 
65.65 

0 


Total  Depre- 
ciation 
August  31, 
1912 

0 

$875,452.81 

1,625,407.76 

1,868.65 

598,386.15 

300,469.05 

48.311.64 

289,200.15 

30,112.20 

3,264.01 

3,018.016.50 

453,482.17 

1,591,314.29 

512,891.72 

367,454.56 

16,883.18 

27,873.02 

0 


Total    Real    Estate,     Equip- 
ment and  Lines                       $48,253,817 

20.26% 

$9,759,797.86 

Broad  and  Spruce  Street  Prop- 
erty, Philadelphia  Real  Estate         328,170 

0 

0 

TOTAL  PLANT                      $48,581,987 

20.09 

$9,759,797.86 

Other  Plant  Assets: 

Working  Capital  (Apportioned)      2,250,000 
Supplies  (Inventory)                             250,025 
Office   Furniture   and   Fixtures 

(Inventory)                                          234,424 
Tools,  Teams  and  Motor  Vehicles 

(Inventory)                                              182,502 

TOTAL    OTHER    PLANT 

ASSETS:  3,216,951 

TOTAL  PLANT  AND 

OTHER  PLANT  ASSETS:   51,798,938 


PENNSYLVANIA  TELEPHONES 

Bemis  Exhibit  y 

ACCRUED  DEPRECIATION,  DEPRECIATION  RESERVES,  AND  PROFITS,  1913 

rued  depreciation  based  on  20.09%  (Bemis  Exhibit  6)  of  Total  Plant,  Aug.  31,  imS  l$51,S94,S45. 

"■■■-""   n.„o;v.»  810,425.074,00 

SB.  Page  373-b),    JS.305.674 . 00 

serves  up  to  Oct.  31  (Trax  Exhibit  5C. 

8.327.508,00 

c    000^^31100^6361^6  001.31  (Gillette  Exhibit  WW,  Page  120-b) 7.549.324,00 

d    Reserve  for  accrued  depreciation  in  Bell  Telephone  Co.  of  Pennsylvania  Dec.  31,  as  per  Balance 

'  Sheet  (Exhibit  3N,  page  359-b) 85.007,716.76 

Reserve  from  accrued  depreciation  Central  District  Telephone  Co.  of  Pennsylvania  (Exhibit 

3P.  Page  262-b) $2,430,072.71 

Total  of  Bell  Tel.  Co.  of  Pa.  and  Cent.  Dist.  Co.  of  Pa $7,437,789  47 

Lowest  of  above  figures  for  depreciation  reserves 7,437.789,47 

Accrued  Depreciation  not  met,  possibly,  by  depreciatio 

Sum  of  average  annual  book       '      ■■  <■---.-:—. —^ 

Percentage  tif  $513,758.11(5  n 


Sum  of  averace  annua!  book  valuations  of  property  1901-1913  (Exhibit  WW,  Page  120-b)  $4-13, 303, 122  00 

Ejipended  on  mamtenance  and  reserves  or  added  to  reserve,  1901-13  (Exhibit  WW,  Page  120-b)  3S.7.S7.215,00 

'     •   -' -■- for  maintenance  and  additions  to  reserve,  1901-13,  to  sum  of  average 

8.750% 

9,331% 
t  of  1913  (Exh.  WW,  p.  120-b) 

$4,800,014.94 

0  depreciation  reserve,  1913,  in  Pa.  (Exh.  3X.  p.  279-b) 5.115,179  SS 

lintcnance  and  depreciation  above  requirements.  254.504,94 
nf  gross  receipts)  to  the  Am.  Bell  Tel.  Co.  above  a  reasonable 

■   rdun  of  the  total -'"ji  '.'r  'm 

Amount  paid  to  I                                          revenue,  1913,  (Exhibit  3X,  Page  279-b)  $003,017  86 

Amount  of  ext."                                      '.   >^\ 293,!S30.16 

Gross  Revenue  I  f                                   .  -f  Pennsylvania  1913  (Exhibit  3T,  Page  271-bi  15,592,00177 

Total  operating  c,^.........  ^ .......una  from  revenue,  1913  (Exhibit  3X,  Page2T9-b)  11,074.849,42 


t  for  rights,  a 
Tola]  profils  as  adjusted. , 


c 
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PENNSYLVANIA  TELEPHONES 

Bemis  Exhibit  8 

RELATION  OF  CONSTRUCTION    IN  PROCESS  TO  PLANT 
IN  SERVICE 

BELL  TELEPHONE  COMPANY  OF  PENNSYLVANIA 

(Based  on  Exhibit  3-N,  pages  288-9  b.) 

P,  ,  Plant  in  Construc- 

Date  g^^^^.^g  tion  in 

Process 

Dec.  31,  1911  $32,127,566.82  $707,723.00 

Dec.  31,  1912  34,211,457.09  281,229  43 

Dec.  31,  1913  36,357,273.19  272,011.67 


Total  $102,696,297.10  $1,260,964.10 


CENTRAL  DISTRICT  TELEPHONE  COMPANY 

(Based  on  Exhibit  3-0,  pages  260-1  b.) 

^  ,  Plant  in  Construc- 

^^^^  Service  t^^°"  ^" 

Process 

Dec.  31,  1911  $15,895,594.96  $513,886. -JO 

Dec.  31,  1912  18,450,669.58  112,882.52 

Dec.  31,  1913  20,054,176.57  172,746.07 


Total  $55,400,441.11  $799,514.99 


Total  Both  Companies,  $158,096,738.21  $2,060,479.09 

Percent  of  Construction  in  Process  to  Plant  in  Service 1-7% 

Total  of  Average  Book  Values  of  Physical  Property,  1885- 

1913,  (Exhibit  WW,  page  120-b) $513,758,116.00 

Sum  of  Yearly  Construction  in  Process,  computed  as  1.7% 

of  $513,758,116 8,733,888.00 

Interest  at  6%  on  $8,733,888  equals 524,033 . 28 

The  above  figures  may  represent  interest  during  construction  on 
construction  in  process. 
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PENNSYLVANIA  TELEPHONES 

Bemis  Exhibit  g 

EARLY  PROFITS 

A.     DIVIDENDS  PAID   ON   AVERAGE   CAPITAL   STOCK    BEFORE 

1885,  THE  INVESTMENT  DURING  THAT  PERIOD 

NOT  BEING  GIVEN 


Year 

1880 
1881 
1882 
1883 
1884 

;&Weig 
erages 

Average  Capital 
Stock 
Outstanding 

$    691,600.00 
1,011,600.00 
1,011,600.00 
1,628,642.00 
1,919,426.00 

Dividends 

$  68,384.70 
149,016.00 
173,683.50 
236,386.72 
340,203.62 

Rate 

9.89% 
14.73 
17.00 
14.51 
17.72 

Totals 
ed  Av 

ht- 
$2,262,868.00 

967,674.54 

15.45% 

RELATION  OF  DIVIDENDS  TO  AVERAGE 
BOOK  VALUE,  1885-9. 


Average  Book 
Year                            Value 

1885  1,939,745.00 

1886  2,040,905.00 

1887  2,142,169.00 

1888  2,374,106.00 

1889  2,682,168.00 

Dividends 

165,518.25 
208,138.41 
208,789.10 
217,830.98 
226,566.78 

Rate 

8.53% 
10.20 
9.75 
9.18 
8.45 

Totals&  Weight- 
ed Averages     $11,179,093.00 

$1,026,843.52 

9.19% 

There  is  no  evidence  here  of  early  deficits  not  made  up  by  later  profits, 
and  therefore  no  foundation  for  a  going  value,  from  the  historical  point  of 
view. 


PENNSYLVANIA  TELEPHONES 

Brntis  Exiiihit  10 
FAIR  VALUE 

:xh.  WW,  p.  120b),    . 

s  per  books,  less  total  depreciation 

ons  by  Company) 
t  of  surplus,"  Oct.  31,  1913  (Trai  Exh.  50,  p.  374b) 
b.  Assets  aequircd  out  of  surplus  earnings,  Jon.  1,  lS85-Oct.  31,  1913  (Tra»  Exli,  5B,  p.  3736,1 
c    Total  assets  acquired  out  of  undistributed  earnings  in  Pepnsylvania  prior  to  Dee.  31,  1913 

(Trax  E>h  .W,  P  371b)  

d.  Corporate  surplus  unappropriated,  of  Bell  Company  of  Pennsylvania,  Dec  31,  1913  (T; 


3N,I).  259b) S5,877.610.92 

Corporate  surplus  unappropriated,  of  Central  District  Telephone  Co.  in  Pennsylvania,  Dee. 

31,  1913  (Trax  Enh,  3P,  p.  262b)       936.035  37 

Total  surplus  Dec.  31,  1913,  Bell  and  Central  companies,.  .      $6,813,616.29 

(est  surnlus  claimed  above  (Exh.  5A,  p.  371b) $6,351,975.00 

s  apparent  deficit  in  depreciation  reserve 2,087.885  00 

surplus  after  meetinj-  all  depreciation.  3,364,090  00 

scnlil.  ;:,  ■  "■■    ■""  -''                                                                                                                                                                     38,219.177-00 

tstm-r-  BB.p,  .S.'.l.i                                                                   37.880,978.00 

■casen  917,901.00 

al  pr  ,  ,,.cd  vahic-  o(  the  land  but  i,y\w:\,  ti.e  net 

acn  ,,            38.798,879.00 

n  addition  ol  ttie  suq.lvis  an,i  Pbila,lL-lphi.,  re:il  cstaie  excluded  above  woiiM  add  only 4.281.99100 

claim  on  above  basis 43,501,168  00 


,  Oct.  31,  1913  (Ex,5E.  p   376b) 


n 
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PENNSYLVANIA  TELEPHONES 

Bemis  Exhibit  ii 
REVENUE  AND  EXPENSES 

(Based  on  Company's  Exhibit  3T,  P.  270-1-b) 
(by  Trax,  and  Exhibit  3X,  278-9-b  by  Trax) 
REVENUE 
DESCRIPTION  1911  1912 

Exchange  Revenue  $10,836,231.6-1    $11,737,660.42 

Toll  Revenue  2,404,346.89        2,592,984.46 

Sundry  Revenue,  non-oper- 
ating, 18,463.31  32,939.17 


1913 
$12,554,377.63 
2,825,147.07 

74,876.34 


Total  Revenue, 


Maintenance 

Taxes 

Licensee    Payment    (43^% 

of  Gross  Revenue, 
Other  Operating  Expenses 

Total  Operating  Exps. 

Revenue,  as  above, 

Profit 

Interest 

Dividends 

Surplus, 

Actual  Expenditures  (Exh. 
5J,  P.383-b,  by  Bethell), 

Nominal  Expenditures,  as 
above, 

Difference, being  addition 
to  Reserve, 

Average  Book  Value  new, 
of  physical  property  be- 
fore deducting  depreci- 
ation, (Exhibit  WW,  Page 
120-b), 

Maintenance  &  Deprecia- 
tion at  9.331%,  (Bemis 
Exhibit  7), 

Expended  for  Repairs  and 
Renewals  or  added  to 
Reserve,  as  above. 

Excess  of  Maintenance  & 
Depreciation  Charge? 
above  normal  or  average 
need, 

Nominal  Profit,  as   above. 

Nominal  Profit  plus  Ex- 
cessive Maintenance 
above  normal,  but  aside 
from  profits  paid  as  Li- 
censee revenue  to  Bell 
System, 


$13,259,041.84 

EXPENSES 

$4,387,472.76 
546,231.83 

577,144.37 
4,396,419.19 


$14,363,584.05    $15,592,001.77 


$5,109,175.46 
544,151.08 

612,292.04 
4,620,254.32 


$5,115,179.88 
559,855.48 

663,617.86 
4,876,911.66 


),907,268.15    $10,885,872.90    $11,674,849.42 


$13,259,041.84 
3,351,773.69 


$14,363,584.05 
3,477,711.15 


$15,592,001.77 
3,917,152.35 


2,418,898.33        2,492,495.01        2,626,608.30 


2,875.36  $985,216.14 

$8,610,742.00  $9,683,203.00 

$9,907,268.15  10,885,872.90 

$1,296,526.15  1,202,668.90 

$46,805,061.00  $49,311,155.00 

$4,367,380.24  4,606,223.87 

$4,387,472.76  5,109,175.46 


$20,092.52  507,951.59 

$3,351,773.69        3,477,711.15 


$1,290,544.05 

$10,708,512.00 

11,674,849.42 

906,337.42 

$52,091,040.00 
4.860,614.94 
5,115,179.88 


254,564.94 
3,917.152.35 


$.371,866.21        3,985,062.74        4,171,717.29 
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PENNSYLVANIA  TELEPHONES 

Bemis  Exhibit  12 
PROFITS,  DIVIDENDS  AND  SURPLUS 

DESCRIPTION  r.ill  1912  1913 

Sublicensee    payment     to     Bell 

System  §577,144.37         614,292.04         663,617.86 

Excessive  amount  of  same,  as- 
sumed as  %  256,508.61         274,129.79         293,830.16 

Nominal  amount  plus  excessive 
maintenance,  (as  per  Bemis 
Exh.  11)  3,371,866.21      3,985,662.74      4,171,717.20 

Total  true  profits  3,628,374.82      4,259,792.53      4,465,547.36 

Average  book  value  new,  (Exh. 

WW,  p.  120b)  46,805,061.00    49,311,155.00    52,091,040.00 

Average  book  value  less  depre- 
ciation of  20.09%  (Bemis 
Exh.  6)  37,404,321.55    39,404,543.90    41,625,950.06 

Ratio  of  profit  above  to  depre- 
ciated investment  9.70%  10.81%  10.73% 

Capital  stock  less  investment  in 
securities  and  loans  (Exh.  5E, 
p.  376b.,  Col.  3  (1))  34,011,914.00    34,755,915.00    36,114,279.00 

Percent  of  true  profit  to  capital 
stock  as  above  10.677o  12.26%  12.37% 

Dividends  paid  (Exh.  3X,278-9b)    2,418,898.33      2,492,495.01      2,626,608.30 

Ratio    of    dividends    to    capital 

stock  as  above  7.11%  7.17%  7.27% 

Nominal  surplus  (2)  without  any 
adjustments  for  excessive  main- 
tenance or  excessive  payments 
to  Bell  System  932,875.36        985,216.14        1,290,544.05 

Ratio  to  capital  stock  as  above  2.74%  2.83%  3.57% 

Ratio  of  profits  plus  nominal 
surplus  just  given  to  capital 
stock  "  9.85%  10.00%  10.84% 

Fair  value  assumed  by  Bemis  $38,700,000       §41,200.000       844,000.000 

Ratio  of  total  true  profits  to  fair 

value  9.38%  10.34%  10.15% 


NOTES: 

(1)  No  bonds. 

(2)  Obtained  from   deducting   total   expenses,   interest   aiid   dividends — 

interest  being  zero  (Exh.  3X,  278-9b)— from  total  gross  revenue  (Trax 
Exh.  3T.  270-lb.) 
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PENNSYLVANIA  TELEPHONES 

Bemis  Exhibit  ij 

(Analysis  of  American  Telephone  &  Telegraph  Co.,  Revenue,  Expenses  and 
Profits,  June  30,  1911-12  (Report  of  Massachusetts  Highways 
Commission  for  the  Year  ending  November  30,  1912,  p.  240-1) 


Assets 

Exchange  and  Toll  plant 

Telephones 

Supplies  on  Hand 

Total  of  above 
Securities  of  other  companies 
Cash  on  hand 
Notes  and  accounts  Receivable 

Total  of  above 


$49,887,264.10 

12,890,528.90 

772,465.32 

$63,550,258.32 

$400,624,402.07 

14,810,762.22 

95,204,638.14 

$574,190,060.75 


Earnings 

From  Interest,  Dividends,  Rent  and  Miscellaneous 
From  Exchange  and  Toll  services 

Total  of  above  two  items 
From  Rights,  etc.  (43^%) 

Total  Earnings     • 


$26,462,222.58 
11,013,305.26 

$37,475,527.84 
7,520,944.08 

$44,996,471.92 


Expenses 


Percent- 

DESCRIPTION 

Total 
Expense 

age  for 
Rights 
(Bemis, 
Est'd) 

Amount 

General 

Commercial 

Traffic 

Pole  Rights 

Insurance 

Maintenance  and  Depreciation 

Taxes 

$2,512,838.46 

224,686.77 

1,353,315.59 

227,233.05 

5,459.11 

4,540,871.49 

1,153,416.99 

20% 
20 

0 

0 
40 
40 
20 

$402,567.69 
44.937.35 
0 
0 

2,183.64 

1,816,348.40 

230,683.40 

Total 

$10,017,821.46 

$2,496,720.68 

Revenue  from  Rights 

7,520,944.08 

Profit 

$5,024,233.40 

Telephone  Assets  ($12,890,528.90)  plus  maximum  allow- 
ance for  Working  Capital  ($609,471.10)  $13,500,000.00 
Ratio  of  Profits  to  Assets  _  37.2% 
Earnings  from  Rights  at  %  of  amount  actually  received  4,178,302.27 
Deduct  Operating  Expenses  as  above  2,496,720.68 

Earnings,  if  payment  for  Rights  was  2^%  instead  of 

4M%  of  gross  earnings  of  licensee  companies  $1 .081 ,581 .59 

Percentage  of  above  estimated  Assets  12.46% 
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ACCOUNTING  SYSTEM 
In  General 

Accounts  kept  separate  for  each  State    (Hay- 
ward  )    483 

A.  T.  &  T.  system  not  studied  (Bemis ) 1691 

Books      show      approximately      original      cost 

(Marye)    575 

(Wiley)   427 

Book  values  inaccurate;  explanation  (Gillette) 

558,     560 

Certain  overhead  charges  apj^ortioned  hetween 
States   (Hayward)    484 

Charges  and  credits  to  plant  and  depreciation 

reserve  (Hayward)    482,     726 

(Marye)    575 

(Wiley)   419,  443.     457 

Company  interests  require  that  books  show  true 
original   cost    (Wiley  ) 432 

Construction  account  explained  (Hayward)...     213 

Development    of   business    necessitates    greater 
refinements  in   (  Wiley) 429 

Impracticable  to  keep  a  record  of  each  individ- 
ual item  of  plant  (^^'iley) 42.^ 

Inconsistent    methods    used   in    same   company 
(Whitten)     l-+7^^ 

Individual  records  of  cost  of  land  and  buildings 
purchased  ( Wiley)    425 

Items  included  under  annual  expenses  (Trax) .    1405 

Overhead  charges  shown    (Whitten ) 1477 

Prescribes     method     of     caring     for     reserve 
( Swayze)    379 

Property  carried  on  books  at  original  cost  until 

replaced   (Hayward)   338 

(Wiley)    ^23,     443 

Property  reclassified  in  1908  by  inventory  based 
on  records   ( Wilev ) 42'^ 


ii  Index  to  Testimony. 

ACCOUNTING  SYSTEM 
In  General — Continued 

Reconstruction  of  books  not  necessary  to  origi- 
nal cost  method    ( W'hitten  ) 1476 

Reconstruction    of    books    required    by    better- 
ments out  of  earnings  (Whitten) 1478 

Changes 

Do  not  affect  total  book  valuation  (Wiley) ....     424 

In  past  years  (Wiley) 424 

No  radical,  since  1908  (Wiley) 426 

Since  inventory  do  not  affect  appraised  valua- 
tion  ( Hayward)    402 

To  new  system  in  1908;  explanation  (Wiley) 

428,     429 
To    new     (I.    C.    C.)     system,    Jan.    1,    1913 

(Trax)   975,  979,  989,     994 

(Wiley)    408,    409 

Under     "General     Expenses."     Jan.     1,     1913 
(Trax)    *. 995 

Interstate  Commerce  Commission 

Adamson  Act  requirements   (Whitten) 1479 

Adopted  by  N.  Y.  Commission,  First  District 

(Whitten)    1474 

Adopted   Tan.    1,   1913    (Hayward) 401 

(Wiiey)    408-410 

Adoption  of,  by  A.  T.  &  T.  Co.  (Bemis) 1779 

Age  of  items  not  shown  (Whitten) 1474 

Changes  required  by  (Trax) .  . .  .975,  979,  989,     994 
Comparison  with  Company's   System 

(Hayward)    401.     402 

Cost  of  items  not  shown  (Whitten) 1474 

Inception  of    (Bemis) 1778 

Premiums  on  capital  stock,  how  carried  (Trax)    1317 

Provides  for  depreciation  (Hayward)    330 

Requirements  as  to  basing  depreciation  reserve 

on  original  cost  (Bemis) 1:^33 

Requirements  as  to  charges  to  capital  and  ex- 
pense   (Trax) ^ 1314.  1318.  1405 
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ACCOUNTING  SYSTEM 

Interstate  Commerce  Comimission — Contitiited 

Requirements    as    to    construction    in    process 

(Bemis)    1766 

Requirements  as  to  promoter's  profits  (Bemis)    1439 

Requirements  as  to  renewals  (Bemis) 1561 

Requirements  as  to  traffic  expenses  (Bemis).  .    1777 
Structural  value  used  only  in  connection  with 

purchase  of  operating  companies  (Wiley) .  .  .     410 
Treatment  of  interest  during  construction 

(Gillette)    570 

ACCOUNTS 

See  under  name  of  account;  e.  g.,  Expenses. 
Depreciation  Reserve,  Pole  Accounts,  Etc. 

ACCOUNTS  PAYABLE 

Defined  (  Trax  )    976 

Use  of,  in  estimating  working  capital 

(Bemis)     1488 

(Gillette)    546 

(Wiley)    439 

ACCOUNTS  RECEIVABLE 

Use  of.  in  estimating  working  capital 

(Bemis)    ...^ 1488 

(Gillette)    546 

$1,000,000  not  used  in  Pennsylvania;  eliminated 

in  estimating  working  capital  (Hons)  .  .  .500.     503 

ACCRUED  LIABILITIES  NOT  DUE 

Defined  (  Trax )    976 

ADAMSON  ACT 

Provisions  of  (Whitten) 1470 

ADDINSELL,  H.  M. 

Called 1165 

ADMINISTRATION 

Expense    during    construction,    an    element    of 

propertv  valuation  (Cooley)    893 

AERIAL  CABLE 

See  C.\BLE;  Aeri.\l. 
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AERIAL  WIRE 

See  WiRF ;  Aerial. 
AGE 

See  also  Deprixiation. 

Average,  in  Chicago  Tel.  Co.  (Bemis) 1488 

Average,  of  physical  plant  estimated  (Gillette)     544 
Average,     of     telephone     property     30     year-^ 
(  Bemis  )     1561 

AGENCY  THEORY 

See  also  Goixg  Concern  Value;  Wisconsin 

^Method. 
Defined  (Gillette)   512 

ALBRIGHT,  JOSEPH  M. 

Called  158 

ALLENTOWN 

Testimony     bearing     on     Allentown     property 
(Hunsicker)    .  .  .^ 380-384 

ALTOONA 

Testimony      bearing      on      Altoona      property 
(Stahl)    152-157 

ALUMINUM 

Resistance  of  (  Hayward  )   47 

U^e  of  in  wire  (Ha}\vard  ) 46 

AMERICAN  TELEPHONE  &  TELEGRAPH  COMPANY 

Accounting  system  of.  not  studied   (Bemis) 

1691.  1779 
Analogous  companies  and  associations  (Bemis) 

1702-1704 

"Clearing  house"  services  (Bemis) 1689 

Commencement  of  operation   (Bemis) 1700 

Consultation     with,    as    to    telephone    matters 

(Bethell)    1381 

Convertible  bonds  of  (  Bemis  ) 14*^5 

Development     of     telephone     business     under 

(Bemis)    1700-1704 

Dividends  paid  by  ( Robb) 1224 

(Sterrett)    1149 

EK[)rnses   (Bemis)    1626 
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AMERICAN  TELEPHONE  &  TELEGRAPH  COMPANY 

— Continued 
Financial      aid      given      operating-      companies 

(Bemis) 1707 

(Bethell)    1394 

Financing  methods  (Robb) 1223.  1224,  1225 

(Sterrett)    1151 

Four  and  one-half  per  cent,  of  gross  earnings 

paid  to  {see  Four  and  One-half  Per  Cent. 

OF  Gross  Earnings). 
Independents  have  same  access  to  lines  of  as 

Bell  Companies  ( Sylvan)    1280 

Interchange  of  service  with   (Sylvan) 1270 

Long  distance  communication  aided  by  (  Bemis)    1700 
Ownership    of    stock    of    operating    companies 

(Bemis)    1552 

(Sterrett)    1161 

(Trax)     1302 

Ownership  of  stock  of  this  Company  (Bemis).    1608 

Profits   (Bemis  ) .' 1626 

Pro-ration  of  toll  rates  with,  varies  (Sylvan) .  .    1292 

Relations  of  this  Company  with  (Bemis) 1608 

Report  of,  to  Mass.  Highways  Commission  {see 

also   Four  and  One-half   Per   Cent,  of 

Gross  Earnings)    (  Bemis) 1627 

Revenue    ( Bemis) 1626 

Royalties  paid  to  (  Trax) 1302,  1306 

Standardization    of    equipment     and     methods 

(Bemis)    1704 

Stock  issued  to.  for  patent  license ;  amount  of 

and  amortization  of  (Trax) 1304 

Stock,  market  price  of  (Sterrett) 1149,   1150 

Transmitter,  receiver  and  induction  coil  owned 

by   I  Bethell)    1390 

AMORTIZATION 

Cost  of  money  (Addinsell) 1185 

Legal  expense  of  rate  cases  (  Porter) 1199 

Right-of-way.    when   abandoned    (  Hayward  ) .  .  343 
Stock  issued  to  A.  T.  &:  T.  Company  ft^r  patent 

rights  (Trax)    1305.  1313 
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ANDERSON,  W.  W. 

Called    1781 

Providence  report  to  be  filed  as  exhibit 1790 

APPARATUS 

See  also  Station  Apparatus. 

Description  of  apparatus  and  operations  in- 
volved in  completing  a  telephone  connection 
(Hayward)    709,     710 

Possibility  of  reaching  perfection  in  (Penny- 
packer  )    735 

Practically  all  purchased  from  Western  IClec- 
tric  Co.  (Hayward) 726 

Wireless   not   likely  to   replace  present   system 

(Hayward)    '.....     720 

APPORTIONMENT 

Accounts,  basis  of  percentage  for  Pennsylvania 
(Wiley)    ' 437 

Accounts  kept  separate  for  each  State  (Hay- 
ward)          483 

Certain  construction  costs  must  be  apportioned 
among  States    (Wiley) 462 

Certain  overhead  charges,  between  States 

(Hayward)     ^. 484 

(Wiiey)    466 

Executive  expense  to  Pennsylvania  (Hayward)     217 

Of  assets  and  liabilities  of  The  C.  D.  Tel.  Co. 
to  Pennsylvania,  Exhibit  3-P2  filed   (Trax)     985 

Of  dividends  and  interest  paid  by  The  C.  D. 
Tel.  Co.,  to  territory  in  Pennsylvania  (Trax)    1004 

Of  property  and  expenses  to  Pennsvlvania 
(Gillette)' .' .  .  .  565,  690 

Of  sundry  revenue  of  The  C.  D.  Tel.  Co.  to 
Pennsylvania  (Trax)    991 

Small  proportion  of  total  property  involves  ap- 
portionment between  States  (\Mley) 464 

\\'orking  capital   (Hayward)     243 

(Wiiev)     413,  414 

APPRAISAL 

For  of'plication  to  [^articular  itons  of  property, 

see  such  items. 
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APPRAISAL— Continued 

Actual  reproduction  cost  probably  greater  than 

any  honest  appraisal  (Cooley) 947 

Assumptions  necessary  in  all  (Gillette) ..  .534,     536 
Based  on  accounting  system  in  effect  Aug.  31, 

1912   (Hayward) 401 

Based  on  book  value  involves  adjustments  due 

to  changes  in  prices  (Gillette) 564-566 

Brought  down  to  Aug.  31,  1913;  method 

(Hayward)    17,  53,  298 

By  Mr.  Hayward  very  conservative  (Gillette)  .     605 
Certain    elements    of    cost    improperly    omitted 

from  previous    (Cooley) 946 

Changes  in  accounting  since  inventory  do  not 

affect  total  appraisal  (Hayward) 402 

Elements    involved    in,    for    rate    investigation 

(Cooley)   890 

In  past  have  been  too  low  (Cooley) 945 

Method    of    making,    based    on    book    value; 

Northern  Pacific  rolling  stock  (Gillette) ....      564 
Method  of  making,  based  on  book  value ;  Seattle 

Electric  Co.  (Gillette) 565 

Of  property  the  chief  consideration   (Swayze)         7 
Of  working    capital    and    stores    and    supplies 

should  be  based  on  average  over  a  period  of 

time  (Cooley)    916 

Structural  value  not  shown  in  (Hayward) ....        72 
Theories    of— Agency,    Competitive,    Replace- 
ment— explained  (Gillette) 512,     513 

APPRAISED  VALUATION 

As  applied  to  particular  items  of  property,  see 
such  items. 

Adamson  Act  requirements  (W'hittcn) 1479 

Application  of  various  unit  costs  verifies  Mr. 
Hay  ward's  total  valuation  (Paine) 1060 

Appraisal  for  rate  purposes  based  on  replace- 
ment value  new  (Cooley) 890 

A.  T.  &  T.  Co.  services  to  operating  companies, 
see  Four  and  One-half  Pi:r  Cent,  of  Gross 
Earnings. 
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APPRAISED  VALUATION -Continued 

Company's  claims  on  cost  basis  ( IJemis  ) 1623 

Comparison   with   book   value,   Exhibit  TT 

(Gillette)    552 

Comparison  with  book  value  a  check  on  both 

( Gillette )   557 

Comparison  with  stock  outstanding   (Bemis)..    1624 

Cost  of  attaching  business  (Bemis) 1749 

Decision  in   Knoxville   Water  Case  on   deduc- 
tion of  depreciation  (Ijemis) 1565 

Decision  in  Minnesota  Rate  Cases  on  deduction 

of  depreciation   (Bemis  ) 1565 

Depreciation  percentages    (Bemis) 1617 

Depreciation  reckoned  on  basis  of  replacement 

value  new  (  Bemis  ) 1445.  1564-1569,  1616 

Different    theories    combined    to    reach    proper 

(Bemis )    1603.  1623 

Errors  and  omissions  allowed  for  ( IJemis) ....    1672 
Estimated    increase    in    properties    in    Peim.syl- 

vania  in  1914  and  1915  (  Paine) 1125 

Estimate    of    total,    of    properties    in    Pennsyl- 
vania   ( Bemis') 1623 

(Paine)    1123 

Estimates  of,  never  recommended  to  be  raised 

by  Bemis  (Bemis) 1775 

Executive     and     traffic     engineering     expenses 

added  to  book  figures  for  year  ending  Aug. 

31,  1913   (Hayward  ) .^ 300 

Exhibit  Bemis  10  explained  (  Bemis  ) 1622 

Explanation  of  dift'erence  between  book  value 

and  replacement  value  (  Gillette) 653,     654 

Fair  value  of  this  Company   (Bemis) 

1535.  1547.  1622,  1716.  1747 

Going  value  considered  (Bemis) 1751 

Going  value  should  be  omitted  (Bemis) 1537 

Historical    method    of    development    expenses 

usually  used  in  conjunction  with  (W'hitten).    1472 
Innocent  investor  should  be  considered  (Bemis) 

1728,  1757 
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APPRAISED  VALVATION— Continued 

Interest  during  construction   ( l>emis) 1739-1741 

Intimately  related  to  book  value  (  Hayward  / .  .  489 
Margin  to  cover  omissions  and  errors  (Bemis)  1673 
Modifications  in  replacement  method  (Whitten  )  1455 
Monopoly  as  afifecting  fair  value  (  Whitten  ) 

1480-1483 
Of  proi:)erty   in   Pennsylvania,   Aug.   31.   1912; 

Exhibit  B  (Hayward  ) 16 

Of  property  in   Pennsylvania.  Aug.  31,   1913; 

Exhibit   G   filed   and    explained    <  Hayward) 

299-302 
Of  total  property  in  Pennsylvania  (Hayward).  293 
Of  total  property  in  Pennsylvania;  Exhibit  4-1 

(Paine) 1066 

Organization  and  development  (  Bemis) .  .  .  1742-1747 
Original  cost   minus   accrued   depreciation   the 

proper  (Bemis  ) 1720-1725 

"Other  plant  assets,"  Aug.  31,  1913  (Hayward  )  301 
Overhead  charges,  how  determined  in  this  case 

(Whitten)     1477 

Overhead  charges,  land  (Bemis) 1601,   1603 

Overhead    charges    should    not    be    based    on 

(  Whitten  )    1459 

Overhead    charges    usually    allowed    by    Bemis 

( Bemis  )     1 744 

Patents,  relevancy  of  cost  of  ( Bemis) 1707 

Practically  same  as  service  value  (Hayward).  .  490 
Probably   more   accurate   than   book   value 

(Gillette)    558 

Profits  based  on  (  Bemis) 1626 

Propertv  of  The  Bell  Tel.  Co.  of  Pennsylvania. 

Aug.  31,  1912;  Exhibit  E  (Hayward') .  .294,     296 
Property  of  The  Bell  Tel.  Co.  in  Pennsylvania, 

Aug.  31,  1913  ;  Exhibit  H  (  Hayward  ) .  .325,     327 
Property   of   The   C.   D.   Tel.    Co. ;   Exhibit    1' 

(Hayward)     2^5-297 

Propertv  of  The  C.  D.  Tel.  Co.  in  Pennsylvania, 

Aug.  31,  1913  :  Exhibit  I  (  Hayward) .  .  .  .326,     327 
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APPRAISED  VALVATlON^Continued 

Rci)lacement  value  new  comparable  with  book 

\alue    (  iiemis) 1569 

( 1  Tayward  )    487 

Replacement     value     new     method     criticised 

(Bemis  )    1743,  1755 

(Whitten  )    1451.  1453,  1479 

Replacement  value  new  method,  proper  weight 

to  be  given  to  (Bemis) 1728,  1738 

(Whitten)    1486 

Replacement  value  new  method  similar  in  many 
respects  to  actual  cost  method  (Whitten) 

1456-1458,  1471,  1476 
Replacement  value  new  method  used  for  past 

only   (Bemis) 1558 

Replacement  value   new  set-up    (Bemis) 

1738,  1742,  1747 
Replacement  value  of   total  physical  property 

(Hayward)    245 

Reproduction       of       service,       not       facilities 

(Bemis )    1755 

(Whitten)    1455 

Total,  Aug.  31,  1913  (Hayward) 302 

ARCHITECT 

Expense  for,  percentage  (Hayward) 222,     226 

ARIZONA 

State-wide    (Bemis) 1587 

ASSESSMENT 

See  Land;  Assessment. 
ASSETS 

Accjuired  out  of  earnings,  Exhibit  5-A  (Trax) 

1306,  1310.  1316 
Amount  carried  on  the  books  compared  with 

actual  investment  in  assets  (Trax) 1310 

ASSETS  AND  LIABILITIES 

See  also  Balance  Sheets. 
Estimate  of,  of  The  C.  D.  Tel.  Co.  in  Pennsyl- 
vania ;  Exhibit  3-Pl  filed  (Trax) 985 

Method  of  apportioning,  of  The  C.  D.  Tel.  Co. 
to  Pennsylvania;  Exhibit  3-P2  filed  (Trax).     985 
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ATTORNEY-GENERAL'S  AGREEMENT 

See  Qualified  Toll  Line  Service  Agree- 
ment. 

AUTOMATIC  EXCHANGES 

Efficiency  of  (  Hayward) 33 

BALANCE  SHEETS 

Condensed,  for  the  State  of  Pennsylvania ;  Ex- 
hibit 5-C  (  Trax) 1322 

Estimate  of  assets  and  liabilities  of  The  C. 
D.  Tel.  Co.  in  Pennsylvania;  Exhibit  3-Pl 
filed  (Trax) ". 985 

Of  The  Bell  Tel.  Co.  of  Pennsylvania ;  Exhibit 
5-N  filed  (Trax) ' 975 

Of    The    C.    D.    Tel.    Co.;    Exhibit    3-0    filed 

(Trax)    983 

BANKS 

jMinimnm  balances  (Bemis) 1714 

Number  of  Company's  depositories  in  Penn- 
sylvania  (Wiley) 416 

Services  performed  by,  in  return  for  deposits 
(Paine) 1086 

Telephone    Company's    deposits    kept    all    over 

State    ( Swayze)    244 

BASIS  OF  RETURN 

See  Return  ;  Basis  of. 

BEAVER  FALLS 

Testimony  bearing  on  property  at  (Hawkins)  371-374 

BELL  SYSTEM 

Payments  to  A.  T.  &  T.  Co.  {see  Four  and 
One-half  Per  Cent,  of  Gross  Earnings). 

BELL  TELEPHONE 

II istory  of   (  Bcthell)    1333 

BEMIS,  EDWARD  W. 

Called    1-^1^' 

Recalled    1-+88,  1612 

Access  to  books  and  records  not  requested...    1593 

Address  before  Convention  of  Mayors 1775 

Bv  whom  and  when  employed 1  :^92 
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BEMIS,   EDWARD   V/.— Continued 

Company's  Ijooks  not  examined    1768 

Examination  of  public  utility  books  by    1595 

Extent  of  study  of  this  case 1594 

National  Civic  Federation  work 1596 

Pergonal  view  on  unearned  increments   1728 

BETHELL,  FRANK  H. 

Called   1331 

BINGHAMTON  LIGHT,  HEAT  AND  POWER  CO. 

History  of  develoi^nent   I  Paine) 1108 

BONDS 

In  General 

Central    District    Telephone    Co.    (Addinsell) 

1176,  1177 

Character  of,  affects  price   (Remis) 1496 

Convertible  and  non-convertible,  of  A.  T.  &  T. 

Co.   (  Bemis ) 1495 

(Robb)    1223,  1225 

Cost  of  selling   (  Bemis) 1493 

Division     of     property     between     stocks     and 

(Addinsell)    '. 1183 

Examination  of  companies  issuing" 

(Addinsell)    1168,  1170 

Interest  on,  not  considered  by  Bemis  in  recom- 
mending   rates    in    Consolidated    Gas    Case 

( Bemis  )     1768-1772 

Maryland  law  on  interest  on  (  Bemis ) 1772 

(Outstanding,  of  this  Company  (Bemis  ) 1603 

Owned  by  Bell  Company  (Trax) 1325 

Price    affected    by    elimination    of    speculative 

element  due  to  regulation  ( Robb) 1232 

Railroads  depend  mainly  upon  (Robb) 1227 

Rate  of  return  different  from  rate  of  return  on 

stocks  (Addinsell)    1176 

Rate  of  return  on.  owned  by  D.  C.  insurance 

companies    (  Bemis) 1492 

Requirements  as  to  issuance  of 

(Addinsell)     1168,  1170.  1175 

(Bemis) 1604 
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BONDS 

In  General — Continued 

Sinking-  funds  to  care  for  fAddinsell ) 1170 

Speculative  element  in  (Robb)    1230 

Usually  non-convertible    (Bemis  ) 1496 

Water  in   (Bemis  ) 1771 

Discount 

Explained  ( Porter  )    1 192 

Operating  cost  (Addinsell)   1185 

To  be  in  addition  to  rate  of  return  (Addinsell)    1185 
Whetber  a  capital  charge  (Porter) 1193 

Financing  with 

Dependent  on  various  conditions   (  Robb  ) 1227 

Desirable    (Bemis) 1603 

Division  between  stocks  and  Ijonds  (  llemis) .  .  .    1494 

Early  years    (Bemis  ) 1657-1661 

Effect  of  financing  without  bonds,  on  rate  of 

return  (Bemis) 1605 

Exclusivelv   f Addinsell)    1171 

(Robb)   1224.  1226 

Issues 

Impose  light  capital  obligations  (Johnson) ....    1003 
iMust  contemplate  stock  outstanding 

(Addinsell)    1176 

BOOKS 

Examination  of  (Bemis) 1595,   1768 

BOOK  VALUE 
In  General 

For  book  value  of  particular  items  of  property. 
see  such   items. 

Age  of  items  not  shown  by  (  W'hilten  ) 14/4 

Amount    for   the   two    Companies    in    Pennsyl- 
vania. Aug.  31.   1912   (Wiley) 441 

Appraisal  probably  more  accurate  than 

(Gillette) 5^!^ 

Approximation  of  original  cost   (Wiley) 

430.  451.     456 

Betterments  out  of  earnings  require  reconstruc- 
tion of    (  Whitten) 1478 
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BOOK  VALUE 

In  General — Continued 

Certain  construction  costs  must  be  apportioned 
among  States  (Wiley) 462,     466 

Certain  items  of  ])roi)erty  value  not  included  in 
(Gillette)  653 

Certain    overhead    construction    charges    have 
been  charged  to  oi)erating  expenses 
(Gillette)    594 

Changes  in,  recommended  by  Company's  wit- 
nesses  (Bemisj 1563 

Compared  with  appraised  value,  Exhibit  TT 
( Gillette)   552 

Comparison  with  appraised  value  a  check  on 
both  ( Gillette)   SS7 

Comparison  with  Mr.  Hayward's  total  in  Ex- 
hibit N,  structural  value ;  percentage  differ- 
ence (Wiley)    441 

Cost  of  items  not  shown  by  ( Bemis) 1562 

(Whitten)    1474 

Decreased  below  original  cost  by  replacements 
at  increasing  prices   (Gillette  ) 624 

Defined  (Wiley) 418 

Depreciated,  no  dispute  on  (Bemis) 1537 

Depreciation  reckoned  on  basis  of  (Bemis) 

1445,  1531-1534 

Deterioration  not  reflected  in,  until  plant  is  re- 
moved (Gillette)    574 

(Hayward)    338 

(Wiley)   442,     444 

Difficulty  of  estimating  original  cost  of  plant 
displaced   (Gillette)   558 

Dividends  on  basis  of  (Bemis) 1622 

Does  not  correspond  with  structural  value 
(Hayward)   487 

Estimate  of  fair  value  based  on.  minus  accrued 
depreciation    (Bemis) 1716 

Exhibit  BB  of  propertv  in  Pennsylvania  filed 
(Wiley)   '. '. 411 
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BOOK  VALUE 

In  General — Continued 

Explanation  of  difference  between,  and  replace- 
ment value  (Gillette)    653-654 

Inaccuracy  of  records  of  original  cost  (Cooley)     913 

Increase  in,  1884  to  1913  (Bethell) 1349 

Increment  in  land  values  is  not  shown  in  books 
(Gillette)  563 

Insufficient  liability  insurance  charged  to  con- 
struction (Gillette)    559 

Interest  during  construction  not  charged  to  con- 
struction in  books  (Gillette) 563,     653 

Intimately   related  to  replacement  value 

(Hayward)     489 

Of  cables  and  wire  less  than  re])lacement  value 
(Gillette)   591 

Of  property.  Exhibit  BR.  taken  partly  from 
subsidiary   records    (Wiley) -146 

Of  property  of  The  Bell  Tel.  Co.  of  I'ennsyl- 
vania;  Exhibit  HH  filed    (Hayward) 497 

Of  property  of  The  C.  D.  Tel.  Co..  Exhibit  JJ 
filed ".      5(X) 

Of  securities  owned  (Trax  ) 982 

Original  investment  as  synonymous  with  actual 
cost    (Whitten) 1464 

Overhead  charges,  actual  expenses  for,  shown 
by  books  (Whitten) 1477 

Percentage  of  current  maintenance  and  depre- 
ciation to  book  value  of  plant,  Exhibits  WW 
and   XX   filed   and   explained    (Gillette) 

631.  632,  635 

Profits  based  on  depreciated  (  liemis) 1626 

Relation  to  actual  investment  (Bemis) 1569 

Replacement  value  of  central  office  equipment 
less  than  (Gillette) 580 

Replacement  value  of  right-of-way  greater  than 
(Johnson) 608 

Reported  in  balance  sheet.  June  30.  1912.  filed 
with  Department  of  Internal  .Vffairs  (Wiley)     447 
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BOOK  VALUE 

In   General — Coufiiiiicd 

Small  ])roi)Oition  of  total  property  involves  ap- 
portionment between  States  (Wiley) 464 

Takes  no  account  of  deterioration  (Gillette) .  .  .      574 

(Hay ward)  .     338 
(Wiley)  442,     444 
Tendency  lias  been  to  load  operating  expense 

and  favor  construction   (Gillette) 560.     570 

Use  in  Appraisals 

Buildings    ( Hay  ward  ) 22.     222 

Cost   method    does    not    recfuirc    knowledge   of 

(Whitten)    1472 

Involves  adjustments  due  to  changes  in  prices 

(Gillette)    564-566 

Northern  Pacific  rolling  stock  (Gillette  ) 564 

Of  Ijooths  and  special  fittings   (Hayward ) .  . .  .        35 
Of  land  used  for  recent  purchases  (Havward) 

IQ.  20.     214 
Of  physical  property  used  in  Wisconsin  method 

(Gillette)    519-521 

Of  sub-license  central  office  equipment   (  Hay- 
ward  )    '  .       28 

Seattle  Electric  Co.   ((^iillette  ) 565 

BOOTHS  AND  SPECIAL  FITTINGS 

Appraisal,   method   of    (  Hayward) 35 

Defined    (Hayward) 35 

BOSTON  AND  MAINE  RAILROAD 

An  example  of  unwise  financing  (Robb) 1228 

BRIDGING  BELL 

Invented  by  T.  J.  Carty  (Hayward) 751 

BRIGGS,  FRANKLAND 

Called 390 

BROAD  AND  SPRUCE  STREETS,  PHILADELPHIA 

See  LAxn;  Philadelphia. 
BUILDINGS 
In  General 

Abandonment   due  to   shifting  of  wire  centers 
(Hayward)    33S 
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BUILDINGS 

In   General — Continued 

Defined    (Hayward) 21 

Future  growth  must  be  provided   for 

( Hayward)    234 

Market    value    may    differ    from    utility    value 

(George)    85 

Part  of.  not  used  in  operations  (Hayward)  .  .  .     235 

Telephone,   expensive    (Albright) 175 

(Shenk) 199 

Types  of.  in  Exhibits  S  to  X  (Hayward) ....      397 
Appraisals 

Amount  paid  for  (Albright) 180.     182 

Appraisers      had      plans      and      specifications 

(Albright)   160.     185 

Architects'  fees  and  cost  of  inspection  added  to 

contractors'  appraisal   (Hayward) 222 

Building  contractors'  profit   (Shenk) 193 

Check  on  appraisals  (Hayward) 25 

Company's  letter  requesting  appraisal  of  build- 
ings   (Albright) 181 

Contractors'      letter      agreeing      to      appraisal 

(Albright)  181 

Danger  of  omission  slight   (Ciillette) 604 

Experts  employed  (Shenk) 189,     200 

List     of      sub-contractors     to     be     submitted 

(Albright)    187 

(Shenk)    208 

Original  cost  plus  price  increases,  a  check  on 

appraisal   (Hayward) 23 

Overhead   charges   not   du])licated   in   land   ap- 
praisal (Hayward) 22^ 

Sub-contractors'     estimates ;     Exhibit     Z     filed 

(Hayward )   395 

Time  consumed  in   (Albright) 172 

Witness  did  not  inspect  (Albright) 183 
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BUILDINGS 

Appraisals — Continued 
EXHIJ51TS 

See  also  below,  index  to  exhibits. 

Details  described;  Exhibits  S,  T,  U,  V,  W,  X 

(Hayward)    393-394 

Exhibit  AA,  list  of  building  experts'  estimates 

filed   396 

Exhibit  describing  appraisal  of  each  building  to 

be  filed  (Hayward) 226 

Sub-contractors'  estimates;  Exhibit  Z  filed.  .  . .      395 
Exhibit  Y  explaining  Exhibits  S,  T,  U,  V,  W, 
X  filed   395 

METHODS  OF 

By  contractors   (Hayward)    21 

Description   (Albright)    160-164 

(Hayward)   21,  22,  25,  222-224 

(Shenk)    189-194 

Expense  of  inspection,  percentage  (Hayward)  .     226 
Structural  value  of  second-hand  buildings  used 

(Hayward)    223 

Sub-contractors'  bids  used  (Albright) 161 

Sub-contractors  knew  contracts  would  not  be 

awarded  (Albright) 176 

Book  Value 

Use  of,  in  appraisal  of  buildings  (Hayward)  22,     222 
Cubical  Contents 

Not  used  by  contractors  (Albright) 179 

(Shenk)    204 

Shown  by  Exhibits  S,  T,  U,  V,  W,  X 

(Hayward)    394 

Use  of,  in  appraisal  (Hayward) 

'21,  23,  24,  223,  224.    230 
PHILADELPHIA 
Market  Street,  406 

Recent  improvements  omitted  from  appraisal 

(Albright)    169 

( Hayward)    222 
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BUILDINGS 
Appraisals 

FUlLADELFHl  A— Continued 

Seventeenth  and  Filbert  Streets 

Original  cost  unknown  to  appraisers  (Albright)      174 

PITTSBURGH 
Grant  Exchange 

Detail  of  appraisal  (Shenk)    190-194 

Appraised  Valuation 

Addition   of    1%    to,   for   work   required   after 

completion  of  contract  (Paine) 1022 

Allow'ance  for  old  cellars  not  included  in  esti- 
mated excavation  cost  (Albright) 165 

Excavations  included  in   (Albright) 164 

Replacement  value  taken  (Hay ward) 72 

Total  valuation  Aug.  31,  1912  (Hayward) . .  .  .       26 
Type      of      construction      on      which      based 

(Albright)    186 

Valuation  per  cubic  foot  of  certain  buildings : 
Philadelphia  (17th  and  Filbert);  Pittsburg 
(Court,  Cedar  and  Wilkinsburg  Exchanges) 
(Hayw^ard)     231 

EXHIBITS 

See  also  below,  index  to  exhibits. 
Exhibit  H  filed  and  explained  (Hayward)  .325,     327 
Exhibit  I  filed  and  explained  (Hayward) .  .326,     v327 
HARRISBURG 

(Albright)   172 

PHILADELPHIA 

Greater  than  original  cost  (Albright) 162 

Market  Street,  406 

(Albright)    168,  178 

North  Presto.v  Street,  8-10-12. 

(Albright)    170 

Seventeenth  and  Filrert  Streets. 

(Albright)     166,  173 

Seventeenth  and  Poplar  Streets. 

(Albright)     171 
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BUILDINGS 

Appraised    Valuation-  Continued 

PITTS  JJUR(  ill 
Cedar  Excji.\x(;k. 

(Shenk)    198 

Cherry  Alle\   Warehouse. 

(Shenk)    199 

Court  Exchaxce. 

(Shenk)    194 

FiSK   EXCF.AX'GE. 

(Shenk)    195 

Grant  Exchange. 

(Shenk)    190-194 

HiLAND  Exchange. 

(Shenk)    195 

Schenley  Exchaxge. 

(Shenk)    195 

WiLKixsBURG  Exchange. 

(Shenk)    195 

SCRANTON 

(Albright)     172 

WILKES-BARRE 

(Albrio-ht)    172 

(Moore)     132 

Construction 

Certain  buildings  would  be  replaced  piecemeal 
( Hayward)    398 

Changes  in  methods  of  construction  (  Albright)      180 

Construction  by  contract  (Hayward) 485 

Construction  cost  has  increased  (Gillette)  .573,     580 

( Hayward  ) . .  .       22 

Dates  of  construction  to  l)e  presented 

(Hayward)     235 

Exhibit    UL',    increased    cost    of    construction 
(Gillette)  ':^7i 

Extra   cost   of,  on   account   of   piecemeal   con- 
struction criticised    (Gillette  ) 572,     580 

Extra  cost  of  i~)iecemeal  construction 

(Hayward)    397 
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BUILDINGS 

Construction — Continued 

Period  of  construction   assumed   in   estimating 

cost  of  establishing  business  (  Hayward) ....  268 
Specifications  cannot  be  checked  with  all  work 

done  ( Shenk)  201 

Contingencies  and  Omissions 

Addition  of   1%   to  valuation  of  buildings   for 
work   required   after  completion   of  contract 

(Paine)    1022 

Allowance    for.    included    in    original    cost    of 

buildings  constructed  by  contract  (  Cooley) .  .  912 
In  Auditorium  I'uilding,  Chicago  (Cooley)...  910 
Omission  from  inventory  impossible 

( Hayward )     68 

Omission  of  a  building  possible   (Gillette)  ....     603 
Depreciation 

Alterations  affect  rate  of   (Hayward) 357 

Average  life  (Hayward) 334,     357 

Due  to  inadequacy   (Hayward) 334 

Elements    entering    into    depreciation    and    de- 
terioration (Hayward)    358,  359 

Method  of  estimating  (Hayward) 337 

Percentage  ;  Exhibit  K  (  Hayward) . .  . 336-339,     342 
Wear    and    tear    estimated    on    every    building 

(Hayward)    360 

Description  of 
HARRISBURG 

(Albright)    171,  172 

PHILADELPHIA 

Market  Street,  406  (Albright)     167,  168 

(Hayward)    228,  229 

North  Preston  Street,  8-10-12  (Albright) 170 

Seventeenth  and  Filbert  Streets  (Albright)  ....      166 
Seventeenth  and  Po])lar  Streets  (Albrght) ....      171 
PITTSBURGH 

Court  Exchange  (Shenk)    194 

Grant  Exchange  ( Shenk)    190 

Hiland  Exchange  (Shenk)   195 

Wilkinsburg  Exchange  (Shenk)   195 
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BUILDINGS-  (r^y/Z/zN/r^/ 
Deterioration 

Includes  loss  of  value  due  to  inadequacy  and 

obsolescence    ( Hay  ward  )    356,     359 

Method  of  estimating  (Hayward  ) ?>??,     356 

Not    estimated    separately     on    each     IniiUlinu;' 

(  [Wayward  )    360 

Fire-proofing 

Described   (Hay  ward )    228 

Recent  improvements  (Albright ) 179 

(Hayward)  234 

Variation  in  price  of  (Hayward) 232 

Materials 

Obsolete  plumbing  assumed  to  be  replaced  by 

equally  good  plumbing  (Albright) 186 

Transportation    costs    an    element    in    price    of 

(Shenk)  207 

Used,  still  available  (Albright) 180 

Rental  of 

Space  to  outsiders   (Hayward) 219,  314,     403 

Salvage 

Value  of  (Hayward) 336 

BURCHER,  R.  H. 

Letter   of   instructions   to,   regarding   check   of 

unit  costs  (Paine)   1052-1055 

BUYER 

Willing    buyer    and    willing    seller     explained 

( George)    86 

CABLES 
In  General 

Construction  of  f Hayward) 43 

Depreciation  of.  decreasing  (Bemis) 1447 

Development  provided  for  (Hayward) 57 

Economy   in   30%    allowance    for   development 

(Hayward)    312 

Examples    of    replacement    of    open    exchange 
wire  by   ( Hayward) 7^7 
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CABLES 

In  General — Continued 

Improvement  in  methods  of  handling  (Bethell)    1348 
Made  .  underground     construction     practicable 

(Hayward)    750 

Open  wires  replaced  by,  increased  investment, 

decreased  operating  expense  (Bethell) 1348 

Percentage  efficiency  in  general  (Hayward) ...      311 
Percentage  efficiency  in  Philadelphia 

(Hayward)     310 

Replacement    value    greater    than    book    value 

(Gillette)    591 

Sizes  of   ( Hayward )    44 

APPRAISED  VALUATION. 

Greater  than  book  value  (Gillette) 591 

Contingencies  and  Omissions. 

Allowance  for  (Paine)    1033 

No  account  taken  of  sag  (Gillette) 599 

Theft  of  wire  and  cable  (Paine) 1034 

Depreciation. 

Accounting  entries  in  replacing  cable   (Wiley)     421 
Aerial 

Account  defined  (Hayward)   42 

Appraisal  less  than  original  cost  (Hayward) .  .       42 
Construction     periods     assumed,     Exhibit     D 

(Havward)     270 

CALIFORNIA 

Decision  of   Commission  on  paymen.t  of   four 
and  one-half  per  cent,  of  gross  earnings ;  San 

Jose  Case    (Bemis) 1503-1504,  1553 

COUNT 

Method  of  (Hayward)    36 

Dry  Core 

Perfection  of,  by  J.  A.  Barrett  (Hayward)..  .  .      741 
House 

Construction  period  ansumed  in  estimating  cost 

of  establishing  business  (Hayward) 270 

Contingencies  and  omissions  (Paine) 1036 

Defined  (Hayward)    58 
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COUNT— (nntiniied 
Quadded 

Defined  (  Hay  ward)    753 

Submarine 

Defined   ( Hayward)    58 

Items  included  in  account  (Hayward) 58 

Toll 

Examples  of  replacement  of  open  toll  wire  by 

(Hayward)    781 

Underground 

Assumed  construction  period  in  estimating  cost 

of  establishing  business  (Hayward) 270 

Boston  to  Washington   (Hayward  ) 753 

Contingencies  and  Omissions  (Paine) 1036 

Defined   (Hayward)    56 

Future  development  provided  for  (Hayward*.       57 

Items  included  in  account  (Hayward) ,     .        56 

INVENTORY 

Methed  of  (Hayward) 5Q 

CANVASSING 

See  Selling  Service. 
CAPITAL 

See  Working  Capital,  also  Return  ;  Basis  of. 

Adjustments  in,  demand  corresponding  adjust- 
ments in  depreciation  reserve  (Bemis) 1562 

Fluid  nature  of  (Porter) 1190 

Increasing  continuously    (Bemis) 1676 

New,  amount  required  to  provide  for  future 

(Bethell)  1366 

(Hayward)    277,     875 

(Marye)    642 

Sources  of,   invested   in   property   in   Pennsyl- 
vania  (Trax) 1322 

CAPITAL  STOCK 
In  General 

A.  T.  &  T.  bonds  convertible  into  (Bemis)  ....    1495 
A.  T.  &  T.  financed  by  means  of  common  stock 
(Sterrett)    1151 
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CAPITAL  STOCK 

In   General — Contimted 

Average  outstanding,   compared   with   average 
investment  in  property  (Trax) 1325 

Common,     financing    by     means     of     (Robb) 

1223,  1225,  1226 

Discounts  on  sale  of  amortized   (Trax) 1318 

Division  of,  between  earnings  and  cash  paid  in 
(Bemis)    1540 

Division  of  property  between  stocks  and  bonds 

(Addinsell)     1183 

(Bemis)    1494 

(Robb)    1227 

Invested  in  telephone  operations,  earnings  on, 
1885-1913   (Trax) 1298 

Issued  to  A.  T.  &  T.  for  patent  Hcense ;  amount 

and  amortization  of  (Bemis) 1504 

(Trax) 1304 

Kinds  of,  and  their  functions  (Sterrett) 1164 

Less  than  estimate  of  fair  value  (  Bemis) 1624 

New  capital  has  been  raised  by  Telephone  Com- 
pany by  sale  of  (  Swayze) 998 

Outstanding,    as   influencing   amount    of   bond 
issues    (Addinsell) 1176 

Ownership   by   A.    T.    &    T.,    amount    varying 

(Bemis)    1552 

(Trax)    1302 

Pennsylvania  Raih'oad,  selling  price  and  divi- 
dend rate  (Sterrett) 1150 

Preferred,  speculative  element  in  (Robb) 1231 

Premium  on  sale  of,  how  treated  (Trax) .  .  1316,   1317 

Profits  based  on   (Bemis) 1626 

Right   of   stockholders   to   subscribe   to    future 
issues,   an   element   of   speculative  value 
(Robb)    1233 

Speculative    element    of,    an    aid    to    financing 
CRobb)    1230 

Speculative  element  shown  by  market  value  and 
dividend  rate   ( Sterrett) 1152 


xxvi  Index  to  Testimony. 

CAPITAL  STOCK— Continued 
Market  Value 

A  consideration  in  rate  making  (Swayze) 4 

As  basis  of  valuation   (Gillette) 523 

A.  T.  &  T.  (Sterrett) 1149,  1150 

Conditions  affecting  (Sterrett) 1163 

Distribution  as  affecting  (Porter) 1197 

New  issues  as  affecting  (Porter) 1197 

(Robb)    1224 

New  stock  authorized  to  be  issued  at  less  than, 

in  Massachusetts  ( Robb)    1234 

New  stock  issues  of  A.  T.  &  T.  sold  to  stock- 
holders at  less  than  ( Robb) 1225 

Not  criterion  of  cost  of  securing  large  blocks 
of  money  (Robb)    1236 

CAPITALIZATION 

For   items    properl\   capitalized,   see    Return  ; 

Basis  of. 
Little  relation  to  value  of  property  (Robb) ....    1241 
Of  cost  of  rehabilitation  of  company  destroyed 

by  emergency  (Porter)    1207 

Of  Western  Electric  Co.  fSwope) 831 

Present,  of  companies  in  Pennsylvania  (Trax)    1322 
Should  not  exceed  actual  property  investment 

(Bemis)    1495 

Total  not  increased  by  purchases  and  mergers 

(Trax) ..     963 

CASES 

See  under  names  of  jurisdictions  deciding. 

CENTRAL  DISTRICT  TELEPHONE  COMPANY 

First  operations  of  (Trax) 962 

CENTRAL  OFFICE  EQUIPMENT 
In  General 

Carried  by  Western  Electric  Co.  for  emergency 

shipment  ( Swope)    836 

Constructed  by  contract   ( Hay  ward  ) 486 

Construction  period  assumed  in  estimating  cost 
of  establishing  business  (Hay ward) 268 
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CENTRAL  OFFICE  EQUIPMENT 
In  General — Continued 

Defined  (Hayward)    26 

Future  development  of    (Hayward) 729-730 

Necessity  for  spare  equipment  (Hayward) ....      312 

Percentage  efficiency  (Hayward)    310 

Appraised  Valuation 

Based  on  office  records  of  equipment  installed 

since  1907  (Hayward)   27 

Estimate,  Aug.  31,  1912  (Hayward) 28 

Labor  cost  of  installing  (Hayward) 774 

Replacement     value     less     than     original     cost 

(Gillette)    580 

( Hayward )    27 

Contingencies  and  Omissions 

Allowance  of  IVt    for  omissions  in  (Paine)....    1023 

Danger  of  omission  slight  (Gillette) 604 

Depreciation 

xA.verage  life  (Hayward)    727,  776 

(Swayze)    577 

Economy  of  replacing  switchboards  on  account 
of  inadequacy  (Hayw-ard)    777 

Of   first   common  battery   switchboard,   due   to 
obsolescence  (Hayward)    763 

Of    switchboard    at    Coatesville,    due    to    inad- 
equacy ( Hayward)    766 

Of  switchboards  due  to  inadequacy 

(Gillette)    622 

(Hayward)    731,732,735,736 

Of   switchboards  due  to  obsolescence 

(Gillette)    619-620 

(Hayward)    361 

Salvage  (Hayward)    734 

Deterioration 

Method  of  estimating  (Hayward) 361 

Inventory 

Check    of    method    of    counting    central    office 
equipment  ( Paine) 1023 
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CENTRAL  OFFICE  EQUIPMENT 

Inventory— -(.^o;/^/;;;/r(/ 

Field  count  of  (Hayward) 15,  27,     303 

Method  of  (  Hayward)   27 

Switchboards 

AUTOMATIC 

Not  likely  to  replace  manual  (Hayward) 733 

COMMON  BATTERY 

Described  (Hayward) 762 

First  use  of  (Hayward) 751 

MAGNETO 

Described  (Hayward) 762 

RELAY 

Development  of    (Hayward) 723 

CENTRAL  OFFICES 

Defined  (Bethell) 1334 

Engineering  studies  to  locate  sites  (Hayward) .  212 

Established  since  1909,  Exhibit  3-M 1401 

Process  of  establishing  new  (Sylvan) 1264 

CENTRAL  PENNSYLVANIA  TELEPHONE  AND  SUP- 
PLY COMPANY 

Merger  of  (Trax) 957 

Territory  operated  by  (Trax)    956 

CHRISTMAS,  WILLIAM 

Called 114 

CHARTS 

Of  purchases  and  mergers  of  The  Bell  Tel.  Co. 

of  Pennsylvania ;  Exhibit  MM 506 

Of  purchases  and  mergers  of  The  C.  D.  Tel. 

Co. :  Exhibit  XN  506 

Organization,  explained   (Trax) 973 

Traffic  between  exchanges  in  Pennsylvania,  by 

•livisions   (Sylvan)    1287-1291 

Traffic    between    exchanges,    dependability    of 

(Sylvan)    1297 
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CHICAGO 

Business  flat  rates   (Bemis) 1525 

Competition   in    (Bemis) 1635.  1667 

Contract  with  Chicago  Tel.  Co.  re  rental  and 
maintenance  of  telephone  instruments 

(Bemis )    1500 

Rates  lower  than  in  Philadelphia  and  Pittsburgh 

(Bemis)    1507.  1524 

CHICAGO  INVESTIGATION* 

Bemis  investigation  (Bemis) 1417.  1595 

(Swayze)    .- 1505.  1506 

Compromise    between    cost    and    replacement 

theories   ( Bemis  ) 1423 

Contract  with   city  re  rental  and  maintenance 

of  telephone  instruments   (Bemis ) 1500 

Cost  ascertained  readily   (Bemis) 1428 

Depreciation    (Bemis) 1443.  1488 

Development  cost  excluded   ( Bemis  ) 1498 

Division  of  various  kinds  of  charges  (  Bemis  ) .  .  1491 
Four  and  one-half  per  cent,  of  gross  earnings 

(Bemis)    1501.  150^5.  1553 

Franchise    (Bemis) 1506,  1523 

Going  concern  value  disallowed  (  Bemis) 1537 

Growth  of  Compau}'  under  new  rates  (Bemis  ) .  1505 
Methods   used   by   Bemis   in   this   case   similar 

(Bemis)    1446 

Minimum  bank  balances  (Bemis) 1715 

Operations  of  Company  as  a  whole  considered 

(Bemis)    •..' 1507 

Overheads,  allowance  made  for  incorrect  charg- 
ing of  (  Bemis  ) 14')8 

Paving  over  conduits  previously  laid  excluded 

(Bemis)    ■ 14<'8 

Rate  of  return   ( Bemis) 143'^ 

Rates  lowered  (  B.emis  ) 1505 

Rates  which  were  most  profitable,  cut  (Bemis)  1?24 
Segregation  of  exchanges  for  rate  making  pur- 
poses   (Anderson) 1786 

Segregation   successful    (  Bemis  ) 1:^85 
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CHICAGO  INVESTIGATION— Co;////n<i^ J 

Si)ccilic  rates  recommended   (  Bemis  ) 1505 

Station      removals      and      changes      abnormal 

(Bemis)     \ 1443 

Supplies    (Bemis) 1716 

Traffic  analysis  (Bemis) 1315 

^^'orking  capital    (Bemis*) 1489,  1491 

CIRCUITS 

Grounded  and  Metallic 

Cause  of  noises  on  grounded  (Hayward) 739 

Changes  from  grounded  to  metallic 

(Bethell)    1336.  1346,  1347 

(Gillette)    634 

(Hayward)    740 

Grounded  and  metallic  described  (Marye)  ....  539 
Phantom 

Described  (Bethell)     1337 

(Hayward)    752 

(Swope)    821 

CLASSIFICATION 

Sec  Rates;  Classification  of. 

CLEARFIELD 

Testimony  bearing  on  property  at  (Norris)  .  .120-121 

CLEVELAND  STREET  RAILWAYS 

Security  of  investment  in   (  Bemis") 1438 

CINCINNATI  SUBURBAN  TELEPHONE  COMPANY 

Ownership  of  stock  of  (Bemis) 1553 

COIN  BOXES 

Automatic,  large  use  of,  on  the  Pacific  Coast 

and  in  Chicago  (Paine)   1061 

Development  of,  recommended  (Bemis) 1521 

Rate  of  return  on  (Bemis) 1524 

COLBURN,  ROBERT  G. 

Called    125 

COLLECTIONS 

Of  telephone  companies,  lag  in   (Gillette)....      550 
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COLORADO 

Denver  Rate  Case ;  segregation  of  city  property 
(Anderson)    1783 

COMMERCIAL  DEPARTMENT 

Development    of,    in    its    relation    to    telephone 
development   (Bethell )    1334 

COMMERCIAL  ENGINEER 

Duties  of,  explained  (Trax)   952 

COMMISSION 

Charged  competing  companies  when  connected 
with  Bell  lines   (  Sylvan)    1279 

Charged  customer  for  connection  with  compet- 
ing lines  (Sylvan)    1281 

Not  paid  to  competing  companies  by  Bell  Com- 
pany for  connection  (Sylvan)   1281 

Paid  to  connecting  companies  on  toll  connec- 
tions  (Sylvan)    1243 

Received    from   A.    T.    &    T.    in    certain    cases 

(Sylvan)    1291 

(Trax)     1303 

COMMISSION  REGULATION 

Aim  of    (  Whitten) 1452.  1669 

Attitude  of  Company  toward   (Swayze) 1 

Based  on  virtual  monopoly  (Whitten) ....  1480-1483 
Beneficial  to  investors  in  New  York  (Sterrett)    1156 

Bonds,  price  of,  effect  on  (Robb) 1232 

Compromises      between      different      valuations 

(Bemis)    1624 

Criticism  of,  in  address  (Bemis) 1776 

Decisions  in  cases  in  which  Bemis  has  testified 

(Bemis)    1775 

Desirable  (Porter)    1202 

(Robb)    1240 

(Sterrett) 1156 

Effect  on  risk  (Bemis) 1652 

Financing,  effect  on  (Robb) 1239,  1240 

Future  of  (Robb)    1240 

Increased  risk  led  to  formation  of  holding  com- 
panies (Paine)    1105 
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COMMISSION   REGULATION— (r;/;//;;//rt/ 

Innocent  investor  considered   (  Uemis  ) 1757 

Investment,  effect  on   (  I'.eniis  ) 1756,   1757 

involves    limitation    of    return    on    investment 

(Porter)    1198,  1202 

(Robb)    1232 

Present  uncertaint\'  of    (Addinsell;    1168 

(Porter)    1200,  1201 

(Robb)    1240 

Restrictive     influence    of,     on     raising    capital 

(Porter)     1200,  1201 

Speculative     element     in     public     utilities     not 

eliminated  by  (Rol)b)    1231 

Speculati\'e  value  eliminated  by 

(Paine)    1097 

(  Robb )    1232,  1235,  1240 

Tendency  of,  to  allow  monopolies    (Bemis) 

1711.  1712 
Unnecessary      under      competitive      conditions 

(Wbitten)    1483 

COMMON  BATTERY  SYSTEM 

Described  (  Marye  )    540 

COMPETITION 
For  Money 

(Addinsell)  1172,  1181 

(Bemis)  1438.  1630-1633,  1660 

(Porter)  1189 

(Sterrett)    1132,  1144,  1150,  1156 

Telephone 

Activity  of  ( Bemis  ) 1634 

Agency  theory  not   consistent   with    (Gillette) 

651,  675 

As  afi'ecting  rate  of  return  (Sterrett) 1141 

Before  and  after  expiration  of  patent  (Bemis) .  1662 

Beginning  of  (Bemis) 1661 

By     Independent     Companies     must     be     met 

( Bethell )   1376 

Development  of  competing  companies  (Sylvan)  1293 
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COMPETITION 

Telephone — Continued 

Effect  on  development  cost  (Hay ward) 769 

Effect  on   telephone  development  in   Pennsyl- 
vania (Hayward)    880 

Effect  on  toll  rates  (Bethell) 1340 

Eliminated  by  regulation  (Whitten) 1469 

Failures  of  competing  companies  (Bethell) ....  1377 

Growth  of   (Bemis  ) 1608-1610 

In  Chicago  (Bemis) 1635 

In  cities  as  well  as  rural  territory  (Sylvan) ....  1293 
In  Pennsylvania 

(Bemis')    1633-1636.  1662-1664,  1710-1712 

(Sterrett)     1145 

(Whitten)     1482 

In  the  United  States  (Bemis) 1609 

Number  of  subscribers  as  affecting  (Bemis) . .  .  1666 

Railroads   (Bemis) 1663 

Rate  of  return  affected  by  (Bemis) .  1633-1636,  1663 

Regulation  as  affecting  (Bemis ) 1609 

Regulation  not  needed  under  (Whitten) 1483 

Replacement  method  does  not  follow  (Bemis) .  1755 

Risk  affected  by  (Bemis  ) 1608-1610 

State- wide  theory  as  an  aid  to  (Bemis) 1510 

Technical  development  aided  by  (Johnson) .  .  .  1702 

Tendency  of   (Bemis) 1661 

Undesirable   (Whitten) 1482 

With  Keystone  (Bemis) 1664 

With  this  Company  not  serious  (Bemis) .  .1608-1610 

CONCRETE 

Price  of  ( Shenk) 204,  206 

CONDENSERS 

Reduction  in  price  of  (Svvope) 826 

CONDUIT 
In  General 

Constructed  by  contract  (Hayward  ) 53,  485 

Construction,  economy  in  method  of 

(Hayward)    55 
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CONDUIT 

In  General — Continued 

Const riictio!!  period  assumed  in  estimating  cost 

of  estalilishing-  business   (Hayward) 270 

Decision  on  increment  in  land  value  and  paving 

over,  in  Consolidated  Gas  Case  (Marye ) ....     793 

Defined  and  described  (Hayward) 48 

Excessive  cost  of  adding  ducts  as  needed 

(Hayward)     ' 324 

Future  growth  provided  for  (Hayward) 54 

Percentage  efficiency  (Hayward)  .55,  310,  322,     323 
Relative   cost    with    and    without    spare    ducts 

(Hayward)    323 

Rental  of  (Hayward) 49 

Use  by  municipalities  (Hayward) 50 

Appraisals 

Separate    appraisal    of    underground    conduit 

(Paine)   1051 

Contingencies  and  omissions  (Hayward) 69 

(Paine)   1035 

Count 

Method  of  (Hayward) 51 

Depreciation 

Average  life  of  conduit  (Hayward) 54 

(Swayze)    577 

Decreasing    (Bemis) 1447 

Due  to  public  requirements  (Gillette) 627 

Explained  (Hayward) 343 

Functional    depreciation    of,    in    Pittsburg   and 

Philadelphia    (Hayward) 779,  780 

Unit  Cost 

Difficulty  of  obtaining  (Hayward) 323 

How  obtained  (Hayward) 53 

Mr.  Hayward's  unit  cost  of  conduit  too  low  at 

present  prices  (Gillette) 592 

Rise  in  costs  due  to  underground  construction 

(Gillette)    593 
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CONNECTING  COMPANIES 
In  General 

Exchange   development    (Sylvan) 1249 

List  of,  in  Pennsylvania  (Sylvan) 1252 

Long   distance    service   is    furnished   to    (Hay- 
ward)    749 

Number  of  stations  in  Pennsylvania  (Sylvan).    1251 
Plant  of,  not  duplicated  by  Bell  Companv 

(Sylvan)    '.....    1253 

Subscribers  to,  shown  in  Bell  Directories 

( Sylvan)    1290 

Agreements 

As  means  of  developing  territory   (Sylvan) .  .  .  1254 

Xot  exclusive  in  nature  (Sylvan) 1244,  1277 

Terms   explained    (Sylvan) 1243,  1244 

To  be  filed  (Sylvan) 1280 

CONSOLIDATION  , 

Consolidation  of  companies ;  see  Purchases. 
CONSTRUCTION 

For  construction   of  particular  items  of  plant, 

see  such  items. 

Account  explained   (Hayward) 213 

Cost  enormously  increased  by  non-provision  for 

development  (Hayward) 324 

Executive  expenses,  how  charged  to  (Hayward)       48 

Exhibit  Bemis  8  explained  (Bemis) 1621 

Expense  associated  with,  how  treated  (Trax) .  .    1314 
Expenses  of  Engineering  Department  charged 

to   (Hayward)    401 

In  process,  adjustment  of  account  (Bemis)  1765-1768 

In  process,  items  included  by  (Bemis) 1767 

In  process,  last  three  years  (Bemis) 1621 

Interest  on  construction  in  process  (Bemis) .  .  .    1621 
Items  properly  chargeable  to.  actually  carried 

as  expense   (  Whitten  ) 1478 

Plant  reconstruction  begun  about  1888 

'  (Gillette)    '^ 525 

Routine  construction,  percentage  of  (  Bemis) .  .    1767 
Tendency  has  been  to  load  operating  expense 

and  favor  construction   (Gillette) 560 
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CONTINGENCIES  AND  OMISSIONS 
In  General 

for  application  to  particular  items  of  property,  ■ 

see  such  items. 

Defined  (Cooley)    901 

(  Hayward )     66 

Error  in  calculations  improbable  (Hayward) . .  306 
Errors  and  omissions  allowed  for  by  Bemis  in 

rate  cases  (  Bemis ) 1672 

General  contingencies  defined  (Cooley) 891 

General  contingencies   an   element  of  property 

:                    valuation    (Cooley) 891 

Impossibility  of  perfect  inventory  (Cooley) .  .  .  901 

(Paine)....  1025 

Liability  insurance  too  low  (Gillette) 597 

Must  be  provided  for  (Hayward) 305 

Percentages  of,  based  on  experience  (Paine) .  .  1045 

Rate  of  depreciation  for  (Hayward) 344.  348 

Total,  estimated  (Paine) 1037 

Allovrances 

Checked  (Gillette) 596 

Customary   (Gillette) 602 

For  "lost  and  strayed"  material  (Paine ) 1024 

Mr.  Hay  ward's  allowance  for.  accepted  (Paine)  1037 
No  allowance  made   for  general   contingencies 

(Paine)    1077 

3%   allowance    (Hayward) 66-72.236,  306 

10%    allowed    for.    by    Wisconsin    Commission 

(Gillette)    .' 607 

Construction 

Cannot  be  found  in  field  count  (Paine  i 1046 

Engineers  and  contractors  add  a  percentage  for 

(Cooley)   911 

(Hayward)    71 

Illustrations  of  (Cooley) 906 

In   reproduction   of  property,   very  difticult  to 

foresee    (Cooley) 908.     911 

Loss    and    waste    of    material    in    construction 

(Paine)     1041 
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CONTINGENCIES  AND  OMISSIONS—Coufinucd 
Duplication 

Accurate  check  against,  in  inventory 

(Hayward)    237,  238 

Improbability  of,  in  count  (Cooley  ) 902 

(Hayward  )   67 

(Paine)   1039 

None  found  in  inventory  (  Gillette) 554 

Rare,  and  omissions  common,  in  appraisal 
(Gillette)   606 

Omissions 

Overhead  charges  omitted  from  inventory 
(Hayward )    237 

Part  of  Williamsport  property  omitted  from 
inventory    ( Hayward) 240 

CONTRACTS 
In  General 

Between  Western  Electric  Co.  and  A.  T.  &  T. 
Co.,  1882  and  1907  (Swope) 810 

Conduit,  buildings,  and  switchboards  con- 
structed  by    (Hayward) 53,     485,     486 

Forms  for  telephone  service.  Exhibit  5-P  filed .  .    1402 

For  service  at  old  rates  still  in  existence 
(Bethell)  1378 

With  W^estern  Electric  Co.,  Exhibits  3-E,  3-F. 
3-G  filed   854-856 

Supply  Contracts 

All  Bell  Companies  now  have  Western  Electric 

(Swope)    839 

Development  of  Western  Electric  Company's, 

wath  operating  companies  (Swope) 807 

Inception     of,     wath     W^estern     Electric     Co. 

(Swope)    837 

Loss    incurred   by    Bell    Tel.    Co.    of    Missouri 

through  cancelling  Western 'Electric  (Swope)  839 
Open  to  non-Bell  companies  (Swope)  .828.  840.     859 

Small  profit  on  (  Swope) 845 

Terms    of    present    supply    contract    with    the 

Western  Electric  Co.  (Swope  ) 838 
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CONTRACTORS 

Appraisal  of  buildings  by  (Hay ward) 21,       25 

General   contractor's   profit   allowed  where   no 

contractor  was  employed  (Cooley) 893 

General  contractor's  profit  an  element  of  valua- 
tion   fCooley) 892 

COOLEY,  MORTIMER  E. 

Called 887 

CO-OPERATION 

Between  Western  Electric  Co.  and  telephone 
companies  in  developing  apparatus  (Swope)       811 

With  Commission  the  Company's  purpose 
( S wayze  )   8 

COPPER 
In  General 

Saved  by  use  of  loading  coil  (Hay ward) 760 

Substitution  of,  for  iron ;  example  of  a  business 
risk   ( Bemis  ) 1648 

Appraisals 

Less  than  original  cost   (Hay ward) 43 

Price 

Average  price  used  in  inventory  (Hayward)  ...  43 

Fluctuations  in  (Bethell) 1347,  1382 

(Hayward) 43 

(Porter) 1191 

General  upward  trend  of  (Gillette) 568,  592 

COST 

Developmental 

Sec  Going  Coxcern  \"alue. 
Normal 

0{  production  (  Whitten) 1452 

Of  Establishing  Business 

Sec  GoiXG  CoxcERx  \'alie. 

Of  Living 

Increase  in  (Bethell) 1352 
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COST — Continued 
Of  Money 

Actual,  original  cost  disregarded  (Paine) 1110 

An  element  in  cost  of  property  (Addinsell) ....  1185 

(Cooley) 919 

(Gillette) 654 

(Paine) 1123 

(Porter) 1193 

(Robb) 1229 

Bond  discount  differentiated  from  (Porter),..  1192 

Distinct  from  promoter's  remuneration  (Porter)  1195 

(Robb).  1229 

Distinct  from  rate  of  return  (Addinsell) 1185 

(Robb) 1229 

Estimated  for  Telephone  Company  (Paine)  .  .  .  1123 
Inducements  necessary  to  obtain  money 

(Bemis)    f 1631-1633 

(Sterrett)    1144,  1145 

Investigation     of,     to     representative     utilities 

(Paine)   1109 

Mortgage  bonds.  Exhibit  4-J  filed  and  explained 

(Paine)    '..1110,  1111,  1117,  1120 

No  actual  cost  to  this  Company  in  past  years 

(Paine)   1100 

Practically  same  as  discount  (Paine) 1099 

Public  utilities,  greater  for,  due  to  more  limited 

source  of  supply  (Addinsell)    1172 

Rate  of  (Cooley) 948 

Regulation  as  affecting,  through  elimination  of 

speculative  value   (Bemis) 1661 

(Robb)    1232,  1235 

Short  term  notes ;  Exhibit  4-K  filed 1121 

Sources  of  information  as  to  (Paine) 1119 

Stock  issues  ;  Exhibit  4-L  filed 1122 

Original 

Actual  cost  as  synonymous  with  original  invest- 
ment (Whitten)  1464 

Actual  cost  defined  (Whitten) 1457 

Application  to  competing  utilities  (Whitten) ,  .    1469 
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COST 

Original — Con  tin  ued 

Ascertained  easily    (Bemis) 1428 

(Whitten)    1457 

Basis  for  rate  making 

(Bemis)    1418,  1422,  1424,  1571 

(Gillette)    663 

(Whitten)    1451,  1484,  1486 

Betterments  out  of  surplus,  under  this  method 

(Whitten)    1478 

Books  do  not  show  exactly ;  reason 

(Bemis)    1562 

(Wiley)    421,  422,     425 

Book  value  approximates  (Wiley) 

427,  430,  431,  451,    456 
Book  values  decreased  below,  by  replacements 

at  increasing  prices   (Gillette) 624 

Book     values     of     Company    used     to     obtain 

(Bemis)     1720 

California  Commission  supports  (Bemis) 1757 

Company  interests  require  that  books  show  true 

original  cost  (Wiley) 432 

Company's  claims  on  basis  of  (Bemis) 1623 

Defined    (Bemis) 1598,  1723 

Depreciated,  no  dispute  on  (Bemis) 1537 

Depreciation  reckoned  on  basis  of  (Bemis) 

1445,  1531-1534,  1567,  1615-1618 
Difficulties  of.  not  confined  to  this  theory 

(Whitten)    147l/l474,  1476 

Difficulty  of  estimating  original   cost  of  plant 

replaced  (Gillette)  558 

(W^iley) 422,     459 

Element  of  fair  value  (Whitten) 1466,  1518 

Estimation  often  necessary  (Whitten) 1472 

Exact,   shown  by  completed  estimates  of  new 

construction   (Hay ward)    478 

Fair  value  estimate  based  on.  minus  accrued 

depreciation   (Bemis) 1716,  1720-1725 

Going  value  necessarily  considered  in  reaching 

a  valuation  equal  to  (Bemis) 1751 
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COST 

Original — Continued 

Hereafter,  the  proper  basis  of  return 

(Bemis )    1558 

(Whitten)    1470 

Inaccuracy  of  records  of  (Cooley) 913 

Increments  in  land  values   (Bemis) 1419 

Innocent  investor  should  be  considered  before 
forcing  valuation  down  to  cost  (Bemis)  1728,  1757 

Mass.  Commission  supports  (Bemis) 1757 

Modifications    of,    as   basis   of    return,    due   to 

advances  in  art  (Whitten) 1484 

Of  land  (see  also  Land)  (Bemis) 1599-1603 

Of  patent  as  indicative  of  its  value  (Bemis) .  . .    1707 
Of   plant    displaced    estimated   by    Engineering 

Department   (Hay ward)    477 

Of  property  to  be  considered   (Swayze) 4 

Of  service,  bv  classifications   (Bemis) 1515 

Of  service  in  segregated  communities  (Bemis)    1571 
Of  service  rendered  by  A.  T.  &  T.  Co.  to  oper- 
ating companies,  see   Four   and   One-half 
Per  Cent,  of  Gross  Earnings. 
Overhead    charges,    methods    used    to    obtain 

(Whitten)    1478 

Overhead  charges  should  be  based  on 

(Whitten)    1459 

Overhead  charges  shown  by  books  (Whitten)  .    1477 

Promoter's  remuneration    (Bemis) 1439 

Proper    basis    of    return    regardless    of    result 

(Whitten)    1484 

Relation  to  rates  (Bemis) 1517 

Renewals  keep  original  cost  approximately  up 

to  replacement  value  new  (Bemis) 1561 

Similaritv  to  reproduction  method  (Whitten) 

1457.  1458 
Sources   of,    stock-   and    bond-holders   and    re- 
serves   (Bemis) 1723-1725 

Stability  of  rates  not  assured  by  (Whitten) .  .  .    1486 
Subsidiary    records    of,    not    always    available 
(Wiley)   ' 423 
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COST 

Original — Con  tin  ncd 

Tendency  toward  tliis  method  (Bemis) .  .  .  1512,  1557 

To  stock-  and  bond-holders  not  same  as  original 
(Bemis)    1721-1725 

U.  S.  Supreme  Court  does  not  use,  as  a  base 
(Whitten)    1467 

Used  in  conjunction  witli  other  methods 

(Bemis)    1423,  1603 

(Whitten)    1455,  1486 

Would  be  shown  on  books  under  perfect  ac- 
counting system   (Wiley) 420 

Replacement 

See  Appraised  Valuation  ;  also.  Return  ; 
Basis  of. 

COUNT 

See  Inventory. 

CROSS  ARMS 

Classification  and  method  of  count  (Hayward) 

15,  36 
CUBICAL  CONTENTS 

Sec  Buildings  ;  Appraisal  ;  Methods  of. 

DECISIONS 

Discussion  of,  by  witnesses   (Pennypacker) .  .  .    1546 
For  references  to  cases  and  decisions,  see  under 
the  names  of  the  jurisdictions  in  zvhich  de- 
cided. 

DEDUCTIONS  FROM  REVENUE 

Explained  (Trax)  993 

DEEDS 

Abstract  of;  Exhibits  P,  O.  R  described 
(Briggs) 7. 390,     391 

Consideration  stated  in,  sometimes  incorrect 
(George)   90 

DEFICITS 

See  also  Going  Concern  \^alue. 

Amount  of,  on  8%  basis  (Gillette) 527 
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DEFICITS — Continued 

Averages  used  in  computing  (Bemis) 1686 

Calculated  on  basis  of  what  would  have  been 

a  fair  return  (Robb) 1238 

Concomitantly  present  with  extensions 

(Bemis)    1758 

(Gillette)    694 

During    development    an    element    of    property 

valuation    (Cooley)    894,     923 

Estimate    of,    during    development    of    South 

Buffalo  Railroad  (Cooley  ) 929 

Includes  cost  of  accumulating  reserves 

(Gillette)    527 

Indicated  in  Exhibit  C-1 :  explained  (Hayward)     261 
Methods    of    estimating,    during    development 

period  ;  ^^'isconsin  method   (Cooley) 924,  927 

Never  encountered  by  Bemis  (Bemis  ) 1672 

None  in  past  on  any  basis  (Bemis) 1653 

Reason  for  compounding  interest  on 

( Bemis  )     1675 

(Gillette)     660 

Reason  for.  in  return  in  the  past  (Gillette) ....     693 
Study  of  early,  necessary  to  ascertainment  of 

present  true  surplus  (Bemis ) 1759 

DELAWARE  AND  ATLANTIC  TELEGRAPH  AND 
TELEPHONE  COMPANY  OF  PENNSYL- 
VANIA 

Merger  of  (  Trax) 958,     959 

DEPOSITORIES 

See  Banks. 

DEPRECIATION 

For  depreciation   of  particular  items  of  prop- 
erty, see  such  items. 

In  General 

Abandoned  railroad  grade  should  be  written  oflf 

the  books  (Gillette)   620 

An  element  of  maintenance  (Hayward) 329 

Average    life    of    plant    of    Chicago    Tel.    Co. 
(Bemis)     1488 
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DEPRECIATION 

In  General — Continued 

Average  life  of  telephone  plants  estimated  at 

11  years  by  \\  isconsin  Commission  (Gillette)     623 
Average  life  of  telephone  plants  estimated  at 

30  years  by  Bemis   (Bemis) 1561 

Basis  of,  used  in  this  case   (Bemis) 1566 

Calculation  by  straight  line  method  (Hayward)     339 

Charges  to,  explained  (Hayward) 772 

Construction  accounts  not  credited  until  plant 

is  removed  (Wiley)    423 

Defined  (Gillette)   . '. 616 

Difficulty  of  determining  (Sterrett)    1147 

Difficulty  of  estimating  original   cost  of  plant 

replaced  (Gillette)    558 

(Wiley)    422,  459 

Estimated  on  cost  basis  ordinarily  (  Bemis) . .  .    1617 

Exhibit  Bemis  6  explained  (Bemis) 1617 

Exhibit  Bemis  7  explained  (Bemis  ) 1617 

Chicago  Investigation  results  (Bemis) 1442 

Decision  in  Knoxville  Water  Case  on  deduction 

of   (Bemis) 1565 

Decision  in  ]\Iinnesota  Rate  Cases  on  deduction 

of   (Bemis)    1565 

Generally   (Bemis) 1566 

In   telephone   practice   covered   by   depreciation 

reserve    (Cooley)    898 

Life  tables  of  Company  used  (Bemis) 1720 

Method  of  determining  value  of  plant  removed 

(Hayward)    229 

Method  of  estimating  (Bemis) 1442 

(Cooley)    932-933 

Not   necessarily   same  as   depreciation   reserve 

(Bemis)    1724-1725 

Original   cost  of   plant   displaced   estimated  by 

Engineering  Department  (Hayward)    477 

Percentage  of  current  maintenance  and  depre- 
ciation to  book  value ;  Exhibits  WW  and  XX 

filed  and  explained  (Gillette) 631-632,  635-636 
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DEPRECIATION 

In  General — Continued 

Percentage  of,  on  replacement  value  new  basis 

(Bemis)    1617 

Proper  method  of  caring  for   (Gillette) 626 

Replaced  equipment  to  be  used  again  is  charged 

to  supplies  (  Wiley)   460 

Replacement   value   new   method   treatment  of 

(Bemis)    1564-1569 

Salvage  ( Bemis ) 1488 

Should     be     included     in     operating    expenses 

(Gillette)    630 

Treatment    of.    in    estimating    going    value    by 

historical  method  (Gillette)   638 

Accrued 

Amount  of.  not  met  by  reserve  (Bemis) 1618 

Can  be  included  in  development  cost  and  de- 
ducted from  plant  or  disregarded  entirely 
(Gillette)    561.     656 

Covered  by  depreciation  reserve  and  surplus 
(Bemis)"  1620 

Deducted  from  book  value  to  find  base  of  return 
(Bemis)    1716 

Deducted  from  cost  of  physical  property  to  find 
base  of  return  (Bemis) 1720-1725 

Deficit  in  Exhibit  OQ  represents  existing  (Gil- 
lette)         696 

Estimated  as  of  Aug.  31.  1912.  Exhibit  X.  filed 
and  explained  (Hayward) 352.     354 

Estimated  as  of  Aug.  31,  1913.  Exhibit  O.  filed 
and  explained   (Hayward) 363 

Estimated  deterioration  not  obtainable  from 
•      books   CWiley) 451 

Existing,  a  part  of  development  cost  (Gillette) .     639 

Existing,  distinguished  from  realized  deprecia- 
tion   (Hayward) 487 

Existing,  should  be  included  in  going  concern 
value  :  Exhibit  N  incorrect  (Gillette) 643 

Exj-)lained    (Hayward) 354 
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DEPRECIATION 
Accrued — Continued 

Not    reflected    in    book    values    until    plant    is 
removed   (Wiley) 442,     444 

Of  property  a  part  of  development  cost   (Gil- 
lette )    561 

Reason  for  not  crediting  estimated  deterioration 
in  books  (Wiley) 445 

Relation    to    depreciation    reserve   and    surplus 
(Bemis)    1725,  1760 

Reserve   for  depreciation  should   exactly   meet 
(Bemis)    1726 

Surplus  joined  with  reserve  to  meet  (Bemis) .  .    1717 

Annual 

Amount  of,  to  be  set  aside  (Hay ward) 343 

Amount  set  aside  too  small  (Bemis) 1618 

Amount    set    aside    last    two    years    too    large 

(Bemis)    1619 

A.  T.  &  T.  Co.,  amount  set  aside  (Bemis) 1443 

Average  life  of  telephone  plant  to  be  considered 

in  determining  (Gillette)    626,  689 

Check   of   Air.    Hayward's   estimate   of   annual 

depreciation  '  Gillette)    631 

Computed  on  cost  basis  (Bemis) 1615-1618 

Current  maintenance  does  not  care  for  (Bemis)  1615 
Different  on  exchange  and  toll  plant  (Hay ward)  344 
Estimated;  Exhibit  K  explained  (Hayward)  .  .  341 
Estimated ;  The  Bell  Tel.  Co.  of  Pennsylvania, 

Exhibit  L  filed '. 345 

Estimated;  The  C.  D.  Tel.  Co.,  Exhibit  M  filed     346 

Exhibit  Bemis  3  explained  (Bemis) 1615 

Exhibit  Bemis  4  explained  (Bemis) 1616 

Exhibit  J,  rates  of.  explained  (Hayward) .  .  .332-339 
Mr.  Hayward's  estimate  of  annual  depreciation 
and  current  maintenance  below  the  average 

for  past  years  (  Gillette)   636 

Must  be  computed  on  value   of  propertv  new 

( Gillette)    685 

Overestimate  more  easily  corrected  than  under- 
estimate ( Gillette)   687 
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DEPRECIATION 
Annual — Continued 

Percentage     of,     of     replacement    value     new 

(Bemis)    1617 

Rate  is  being  closely  studied   (Swayze) 578 

Rate  of,  for  Chicago  Tel.  Co.     (Bemis) 1488 

Rate  of,  for  total  plant  (Hayward) 348 

Rate  of  realized  depreciation  has  varied  greatly 

from  time  to  time  (Swayze) 576 

Sinking  fund  method  explained 

(Bemis)    1531,  1735-1737 

(Gillette)     686 

(Whitten)    1459 

Sinking   fund   method    suitable    for   long   lived 

property  (Gillette)   685,  688 

Straight-line  method  explained 

(Bemis)    1531,  1735-1737 

(Gillette)     686 

(Whitten)    1459 

Straight-line   method    suitable    for    short   lived 

property  (Gillette)    686,  688 

Varies  with  character  of  plant  (Gillette) .  .  .623.  633 

Varying  amounts  set  aside  (Bemis) 1443 

Weighted    average    used    in    estimating    past 

(Bemis)    1684 

9%  sufficient  (Bemis) 1443 

Functional 

IN  GENERAL 

Abandonment  of  belt  line  around  Philadelphia 

unavoidable    (Hayward) 785 

Capitalization  of  (Whitten) 1485 

Decreasing    (Bemis) 1447 

Defined  (Gillette) 617 

Difficult  to  estimate  (Gillette) 637 

Illustrations  of  (Gillette) ' 617 

In  past  development  of  telephone  plant 

(Hayward)    729 

Of  Kansas  City  Railway  property  (Gillette)  .  .  .  621 
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DEPRECIATION 
Functional 

IN  GENJiRAL — Continued 

Of  outside  plant  in  Pittsburgh  illustrated 

(Hayward)    

Provision  for  extreme  amount  (Whitten) 1485 

Risk  of  (Bemis) 1648 

Substitution  of  copper  for  iron  ( Bemis  j 1648 

Unusually  high,   1890,   1900,  because  of  many 
fundamental  improvements  (Hayward)  .869,     870 
INADEQUACY 

An  element  of  depreciation  (Gillette) 357,     617 

(Hayward)   330 

OBSOLESCENCE 

An  element  of  depreciation  (Gillette) 617 

(Hayward)    ...330,     357 
PUBLIC  REQUIREMENTS 

An  element  of  depreciation  (Hayward) 330 

Natural 

IN  GENERAL 

Defined  (Gillette) 616 

Extraordinary  casualties  (Hayward) 330 

DECAY 

Example  of   (Hayward) 330 

WEAR  AND  TEAR 

Illustration  of   (Hayward) 330 

Reserve 

IN  GENERAL 

Adjusted   (Bemis) 1622,  1725-1727 

Alterations  in  book  capital  require  complemen- 

tar)^  alterations  in   (Bemis) 1562 

Analysis  of  history  of,  necessary  (Bemis) 1527 

Balance  sheet  statements  of  (Bemis) 1529 

Based  on  book  values  (Bemis) 1445.  1531 

Kased  on  cost  (Bemis) 1531.  1534,  1561.  1617 

Better  to  appropriate  too  much  than  too  little  to 

(Gillette)    638 

Correct  annual  i^ayment  to  (Bemis) 1760 
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DEPRECIATION 
Reserve 

IX  GENERAL— C"o;i//Ha^(/ 

Cost  of  accumulating,  included  in  deficit  in  fair 

return   (Gillette  ) 527 

Deducted  from  value  of  property  (Bemis) ....  1531 

Deficit  in.  should  be  met  by  what  years  (Bemis)  1763 

Deficit  in,  when  accumulated  (Bemis) 1763 

Defined  (Trax)    976 

Difi:erentiated  from  surplus  (  Porter) 1205 

Distinguished  from  reserve  fund  (Gillette) ....  633 
Division  of,  between  repairs  and  renewals,  and 

station  removals  and  changes  (Bemis) 1528 

Earnings  the  source  of  (Bemis ) 1563 

Efifect  of  denial  of  a  return  on  (Bemis)  .  .  .  1729-1737 

Excessive  additions  to,  added  to  profit  (Bemis)  1620 

Exhibit  Bemis  7  explained  (Bemis) 1617 

Explained  (Swayze) 576 

Financing  done  partly  through  (Swayze) 999 

Four  dififerent  estimates  of  (Bemis) 1618 

Fund  to  care  for  depreciation  necessary  always 

(Robb)    1241 

Fund  to  meet  current  replacements,  an  element 

of  property  valuation  (Cooley) 895 

In  telephone  practice  covers  both  depreciation 

and  sinking  funds  (Cooley) 898 

Is  a  liability  (Sw^ayze) 578 

Is  for  protection  of  service  (Hay ward) 789 

Method  of  estimating  (Hay ward) 332 

(Swayze)    577 

Not  a  separate  fund  (Johnson) 634 

Not  carried  in  early  years  (Swayze) 576 

Not  property  of  stockholders  (Bemis) 1730 

Not  sufficient   (Bemis) 1717 

Of  no  benefit  to  stockholders  (Hayward) 788 

One  account  kept  for  entire  plant  (Swayze) .  . .  576 
Percentages    used    on    replacement   value    new 

basis,  applied  to  cost  basis  (Bemis) 1533 

Present  depreciation  reserve  less  than  existing 

deterioration  (Marye) 579 
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DEPRECIATION 
Reserve 

IN  GENERAJ.— Continued 

Purpose  of  depreciation  reserve 

(Bemis)    1418,  1560,  1568,  1726,  1761 

(Hayward)    329 

Raised  on  straight  line  method  (Bemis) 1530 

Recent  rapid  growth  of  (Bemis) 1527 

Relation  to  accrued  depreciation  (Bemis) 

1567,  1724-1726,  1760 
Renewals,  amount  spent  on  must  be  known 

(Bemis)    1443 

Repairs,  amount  spent  on  must  be  known 

(Bemis)    1443 

Return  on  (Bemis) 1560,  1720,  1724 

(Whitten)  1459,  1530 

Right  to  earn  on  plant  built  out  of  (Marye) .  . .  635 
Should  equal  accrued  depreciation  (Bemis)...  1726 
Sinking   fund  to  maintain   original   investment 

up  to  100%,  a  part  of  (Gooley) 895 

Station    removals   and    changes,    amount   spent 

on  must  be  known   (Bemis) 1443 

Supplies  not  in  base  of  (Bemis) 1533 

Surplus  liable  if  reserve  is  insufficient  (Bemis)    1725 
With  surplus,  more  than  covers  accrued  depre- 
ciation  ( Bemis ) 1620 

Working  capital  not  in  base  of  (Bemis) 1533 

CHARGES  AND  CREDITS 

Explained  (Hayward)  482,     726 

(Marye) 575 

(Wiley)    433,     457 

In  replacing  repeating  coil  described 

(Hayward)    868 

Original  cost  not  always  clear  from  books,  hin- 
ders proper  ( (Bemis) 1562 

INVESTMENT  OF 

Amount  of  property  purchased  with  (Bemis).    1540 

Best  investment  for  (Bemis) 1530 

(Porter) 1206 
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DEPRECIATION 
Reserve 

INVESTMENT  OF—Continiied 

In  depreciable  property  (Bemis) 1721-1724 

In  plant   (Bemis) 1530 

( Hay  ward)    338 

(Marye) 632 

( Swayze )    636 

Return  on.  when  invested  in  property  (Bemis)  1530 

DESK  STAND 

Estimated  number   (Hay ward  ) 32 

Reduction  in  cost  of  manufacture  of  (Swope) 

818.     819 

DETERIORATION 

for  amplications   to   particular   items  of  prop- 
erty, see  such  items. 
See  also  Depreciation;  Accrued. 

DEVELOPMENT  (Telephone  Development) 

Attected  by  rates   (Bemis) 1557 

(Bethell)    1360,  1365 

Amount  of  new  capital  required  to  i)rovi(le  for 
future  (Hay ward)   875 

Estimate  of,  for  construction  purposes 

(  Hay  ward)     52 

A.  T.  &  T.  Co.  responsible  for  present  (Bemis) 

1700-1704 

Average  revenue  per  station  affected  by  char- 
acter of  (  Bethell) 1371 

Boundary  lines  between  profitable  and  unjirofit- 
able.   indefinite    (Bemis) 1511 

By  individuals  in  early  years ;  method  of 
( Swayze)    538 

By  small  companies  incomplete  and  irregular 
(Sylvan)    1246 

Character  of  population  and  telephone  develop- 
ment by  States;  Exhil)it  3-L  filed  and  ex- 
plained (Hay  ward)    883,     884 

Coin  box,  advocated  (Bemis) 1521 
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DEVELOPMENT  (Telephone  \>G\e\opvcient)— Continued 

ConipauN  's  policy  to  extend  service  to  all  locali- 
ties (ilayward) 880,     881 

(Trax) 965 

Competition,  effect  on  (Bemis  ) 1666 

Complete,   necessary,   a   reason    for   State-wide 

theory   (Sylvan)    1246,  1254 

Curves  of  population  and  station  development, 
1884-1914,    Exhibit   3-1    filed    and    explained 

(Hayward)    870,     871 

Early    (Bemis) 1645 

Estimated  future,  of  T'ennsylvania,  Exhibit  3-J 

filed  and  explained  (Hayward) 874.     875 

Estimate  of,  for  construction  purposes    (Hay- 
ward )    52 

Exchange  systems  of  Bell,  Connecting  and  Inde- 
pendent;  Exhibit  4-S  (Sylvan) 1249 

Exhibit  3-K.  population,  stations,  exchanges  and 

miles  of  toll  circuit,  1884-1914,  filed 878 

Future  cost  of  (Bethell) 1366 

In  Australia,  suffers   from  over-application  of 

message  rate  (Bethell) 1360,  1362 

Including  Bell   and   Independent   companies   in 

Pennsylvania   (Hayward) 872 

In  Iowa  (Hayward) 873 

In     Pennsylvania,     effect    of     competition     on 

(Hayward)     880 

In  Sweden  ( Bemis ) 1700 

In  Switzerland   (Bemis) 1700 

In  United  States  and  Europe  compared  t 

(Bethell)     1362 

New.  unprofitable  at  first  (Bemis) 1522 

Of  lean  territory    (Sylvan) 1254 

Of  rural  lines  encouraged  (Trax) 966 

,  Of    rural    sections    essential    to    large    centers 

(Bethell)    1373 

Proper,  a  matter  of  judgment  (Bemis) 1521 

Purchase  of   non-competing  companies   as   aid 

in  (Sylvan) 1254 

Radial,  tendency  toward   (Sylvan)  .  1256.  1283.  1389 
Relation  to  gross  revenue  (Bethell) 1365 
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DEVELOPMENT  (Telephone  Development)— Continued 

Relation  to  rates   (Bemis) 1510 

Relation  to  value  of  service  (Bemis) 1510 

Rural  lines  into  party  lines  (Sylvan) 1255 

Segregation  theory  as  affecting  (Bemis) .  1510,  1520 
State-wide  theory  conducive  to  arbitrary  devel- 
opment and  over-development  (Bemis)  1511,   1519 
Studied  carefully  by  Bell  Company  (Bemis) ...    1511 
Technical,  consolidation  tends  to  check 

(Johnson)    1702 

Tendency  of,  not  ])resent  status  of,  criticised 

(Bemis)     1520 

Universal,  duty  of  Telephone  Company 

(Sylvan)    .". 1295 

Unprofitable,  should  be  confined  to  individuals 

and  not  communities   (Bemis ) 1518 

Unprofitable,  should  be  in  exchange  areas  where 
largest  profits  arc  made   (Bemis) 

1511.  1516,  1521,  1522 
•      Unprofitable,  undesirable    (Bemis) 1509 

DEVELOPMENT  COST 

See  Going  Concern  Value. 
DIRECTORIES 

Indicate  inter-relation  of  communities  (Sylvan)    1289 

List  of ;  Exhibit  4-Y  filed  (Sylvan) 1290 

Method  of  listing  subscribers  in   (Sylvan) ....    1290 

DIRECTORS  (Of  Company) 

Selection  of  (  Bethell) 1395 

Personnel  (Bethell) 1396 

DISCOUNT  ON  BONDS 

See  Overhead  Charges. 

DISCRIMINATION 

Between  localities,  problem  involved   (Swayze)         2 

DISTRICT  OF  COLUMBIA 

Bases  to  be  used  by   Bemis  in  appraisal  work 

for  the  Commission   (  Bemis  ) 1743 

DIVIDENDS 
In  General 

Actual,  to  stockholders  less  than  7%  (Trax) .  .    1303 


liv  Index  to  Testimony. 

DIVIDENDS 

In  General — Cont'uutcd 

Adjusted    { IJemis) 1626 

And  interest  earned  deducted  from  dividends 
and  interest  paid   (Trax) 1326 

Apportionment  of,  paid  by  The  C.  D.  Tel.  Co., 
to  territory  in  Pennsylvania   (Trax) 1004 

Attributable  to  telephone  operations,  1885-1913 
(Trax)    1298 

Averages  of,  on  weighted  and  simy)le  bases 

(  r,emis  )    1539,  1682-1687 

Cleveland  Street  Railways'  guaranteed  (Bemis)    1438 

Distribution  of  reserves  by  stock,  if  not  allowed 
to  earn  on  them  (Bemis) 1731-1737 

Early,  on  capital  stock  (Bemis) 1622 

Earned  on  securities  owned  distributed  in  divi- 
dends  (Trax) 1300 

Earnings  on  outside  securities  deducted  from 
total  paid  (Trax) 1005 

Earnings  on  outside  securities  included  in  total 
paid '  (Gillette) 692 

Exhibit  Bemis  12  explained  (Bemis  ) 1626 

Method  of  determining  amount  of,  paid  from 
telephone  operations  in  Pennsylvania  (Trax)    1010 

Not  necessarily  same  as  rate  of  return 

(Sterrett)    .' 1164 

Not  paid  from  working  capital  (  Bemis) 148*^ 

On  surplus  and  reserves   (Bemis) 1728-1730 

Paid  by  Bell  Telephone  companies  as  a  result 
of   telephone   operations   in   Pennsylvania 
(Bemis)    1682 

Paid  by  Bell  Telephone  companies  as  the  result 
of  telephone  operations  in  Pennsylvania;  Ex- 
hibit 4-(;   filed 1009 

Paid  by  each  Bell  Tel.  Co.  operating  in  Penn- 
sylvania ;  Exhibits  3-Z  to  4-E  inclusive  filed 

1008-1009 

Paid  by  the  Hudson  River  Tel.  Co. ;  Exhibit 
3-Y  filed 1006 
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DIVIDENDS 

In  General — Continued 

Paid  by  this  Company  in  past  (Bemis) .  .  .  1498,  1622 
Past,  do  not  justify  allowance  for  going  value 

(Bemis)    1538-1540 

Purpose  in  presenting  statements  of    (Marye)    1007 

Received  by  Bell  Company  (Trax) 1325 

Re-investment  at  same  rate  of  return  (Bemis) .    1675 
Should    be    equivalent    to    rate    of    return    on 

investment    ( Bemis) 1438 

Speculative  value  shown  by,  in  conjunction  with 

market  value  ( Sterrett)    1 152 

Stock,  amount  of  (Trax)    1311 

Stock,  effect  of  (  Bemis  ) 1731 

Stock,  treated  as  cash  in  Exhibit  4-Z   (Trax) 

1300,  1308,  1310 
Total    paid    by    Bell    Telephone    companies    in 

Pennsylvania  ;  Exhibit  4-E  filed 1009 

Total  paid,  1885-1913  (Trax)   1298 

Under  agency  theory   State  could  not  recover 

excess  dividends  paid  in  the  past   (Gillette)     675 

Banks 

Average  rate  of,  for  Xational  Banks 

(Addinsell)    1178,  1180 

DROP  WIRES 

Temporarily   abandoned   service   wires   omitted 
from  inventory  (Gillette)  601 

DUCTS 

See  Conduits. 

DUPLICATION 

I'or  duplication   of  count,  sec  Contingencies 

AND  Omissions. 

Of  A.  T.  &  T.  lines  avoided  (Sylvan) 1270 

Of     Connecting     Companies'     plants     avoided 

(Sylvan)    1253 

EARNINGS 

See  also  Return  and  Revenue. 

Amount  of,  put  into  property  (Bemis) 1540 
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EARNINGS— Continued 

Assets  acquired  out  of;  Exhibit  5-A  (Trax).  .    1306 
Company   is   entitled   to   a   return   on   property 

built  out  of  (  Cooley  ) 933-936 

(Gillette)    650 

(Marye)    672,  677,  795 

(Sterrett)    1162 

Cost     of     money     to     be     amortized     out     of 

(Addinsell)    1185 

Division  of,  between  bonds,  stocks,  and  surplus 

(Bemis)     1494 

Effect  upon  market  value  of  stock  f  Sterrett)  .  .    1150 

Effect  upon  stability  of  company  (Bemis) 1493 

Excess,  above  a  fair  return  (Bemis) 1550 

Maximum  earning  rate  not  the  same  as  divi- 
dend rate  (Sterrett)   1162 

Not  shown  by  bond  interest  rates  (Bemis) ....    1492 

Of  National  Banks  (Addinsell) 1178,  1180 

Of  the  Western  Electric  Co.,  per  cent.  (Swope)     831 
On  capital  stock  invested   in   telephone  opera- 
tions, 1885-1913,  Exhibit  4-Z   (Trax) 1298 

On  outside  securities  deducted  from  total  divi- 
dends paid  (Trax)   1005 

'  On    securities   owned   distributed    in   dividends 

(Trax)    1300 

On  outside  securities  included  in  total  dividends 

paid  (Gillette)   692 

On  securities  owned  by  The   Bell  Tel.  Co.  of 

Pennsylvania  (Trax)    982 

On  outside  securities  owned  to  be  eliminated 

from  consideration  (Swayze)   986 

Per   cent,    of,    to    investment   greater    in    large 
cities  than  in  smaller  communities   (Bethell)    1373 

Per  station,  average  sought  (Bethell) 1370 

Requirements  as  to,  for  bond  issuing  purposes 

(Addinsell)    1168,  1169,  1170 

Study  of.  from  the  beginning  necessary  (Bemis)  1759 
Undistributed,     due    to     telephone    operations 
(Trax)    1299 
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RARNmaS— Continued 

Undistributed,      smaller     than     book      surplus 

(Trax)    1301,  1309 

25  Public  Utilities,  statement  of.  Exhibit  4-Q 
(Addinsell)    1171,  1172 

EASTERN  GROUP 

Territory  covered    (Swayze) 453 

EASTON 

Testimony  bearing  on  Easton  property 

(Strasburg)    375 

EFFICIENCY 

Percentage  of  plant  in  use  (Hayward) .  .  .  .310,     311 

ELECTRIC  MANUFACTURING  COMPANIES 

Profits  of ;  Exhibit  3-B  filed  (  Swope  j 830 

ELECTROSTATIC  CAPACITY 

Effect   of,   on    telephone   transmission 

(  Hayward  )    758 

EMERGENCY  SUPPLIES 

Carried  by  Western  Electric  Co.  for  benefit 
of  telephone  companies  (Swope) 831 

Furnished  at  ordinary  prices  (Swope) 834 

Shipment  of,  after  blizzard  of  March  1,  1914 
(Swope)    832,    833 

Switchboard  carried  for  emergency  shipment 
(Swope)    836 

EMPLOYES 

Hours  of  work  reduced  (Bethell) 1344 

(Trax)   1329 

Pensions  and  disability  benefits  (Swayze)....  599 

ENGINEER 

Competency  of,  to  reproduce  plant  ( Hayward) .     308 

Duties  of  (Hayward) 10 

Duty  to  advise  as  to  money  to  be  set  aside  for 

depreciation  purposes    (Hayward  ) 328 

Duty  to  keep  the  idle  plant  at  the  economical 

minimum  (Hayward) 313 
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ENGINEERING 

See  also  Four  and  One-iialf  Per  Cent,  of 
Gross  Earnings  and  Overhead  Charges. 

General,  during  construction,  an  element  of 
property  valuation  (Cooky) 893 

Properly  chargeable  to  construction,  actually 
charq-ed  to  expense    fW'hitten) 1478 

ENGINEERING  DEPARTMENT 

Expenditures  of,  in  general,  charged  to  con- 
struction (Hay  ward ) 401 

ENGLAND 

Return  on  surplus   (Bemis) 1729 

Unearned   increments    (Bemis) 1728 

EQUIPMENT 

See    also    Central    Office    Equipment    and 

Station  Apparatus,  etc. 

Character  of,  in  early  years  (Bethell) 1336 

Charges  for  extra,  basis  of  (Bethell) 1385 

Farm  line,  required  to  be  standard  (Sylvan).  .  1255 
Same  used  for  local  and  toll  calls  (Sylvan) ....  1260 
Used,    disposal    of    to    Western    Electric    Co. 

(Swope)    843,     844 

ESTIMATES 

Plant,  total  covering  two  years  used  in  checking 
unit  costs   (Paine) 1055 

Plant,  unit  costs  checked  by  means  of  (Paine) 

1051,  1053 

Prices  used  in  recent,  checked  with  Western 
Electric  Co.  prices  (Paine) 1052 

ETTER,  GEORGE  E. 

Called    385 

EXCHANGES 
In  General 

First  establishment  of  an  (Bethell) 1333 

Physical  consolidation  of  two  or  more,  unusual 

(Hayward)    883 

Tendency    to    group    into    local    service    areas 

(Hayward)  ^ 882 
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EXCHANGES— CoH  tin  ned 
Areas 

Calls  to  other  central  offices  within,  similar  to 

toll  calls    (Sylvan) 1261 

Expanding-  constantly  (  Bethelf)  1372 

System 

Xot  distinct  from  toll  system  (Sylvan).  .  .1248,   1260 
EXCHANGES   (Automatic) 

Efficiency  of  (  Ha\\vard  )    33 

EXCHANGES  (Private  Branch) 

See  Private  Branch  Exchanges. 

EXECUTIVE  EXPENSE 

See  Expenses. 

EXEMPT  MATERIAL 

Defined  ( Paine)    1070 

EXPENDITURES 

See  also  Expenses  and  Construction. 

And  telephone  revenue  per  station,  1885-1913; 

Exhibit  5-1  (Bethell)   1343 

Construction    and    operating,    inter-relation    of 

(Bethell)    1346 

Current  telephone,  1885-1913  ( Trax)   1312 

Eor    extensions    more    than    cost    of    Panama 

Canal   (Bethell)    1366 

Total,  compared  with  receipts  from  all  sources, 

1885-1913   (Trax)    1326 

Total  in  1913  (  Paine)    1084 

EXPENSES 

See  also  Expenditures. 

In  General 

Adjusted    (Bemis) 1624 

A.  T.  &  T.  Co.,  analysis  of  (Bemis ) 1626 

Before  operation,  nuist  be  jirovided  for  (  llcniis)  \~?^ 
Change  in  classification  of  operating,  not  desir- 
able  (Bemis) 1441 

During  development  exiilained   (Cooley)    920 

Exhibit  I'emis  11  (.xplaincd  (  Bemis) 1624 
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EXPENSES 

In   General — Continued 

General,  cannot  be  allocated   to   particular  ex- 

chant^es   ( Sylvan)    1295 

Incurred    in    felephone   operations    in    Pennsyl- 
vania ;  Exhibit  3-X  filed 1005 

Items  included  under,  in  books  (Trax) 1405 

Items  included  under  Wisconsin  method 

(Gillette)     519 

Kept  by  localities  (Anderson) 1789 

Of  making  inventory  a  special  account 

( Hayward)    401 

Of   The   Bell    Tel.    Co.    of    Pennsylvania ;    Ex- 
hibit 3-U  filed ' 992 

Of  The  C.  D.  Tel.  Co. ;  Exhibit  3-\'  filed 1000 

Of  The  C.   D.  Tel.  Co.  in  Pennsylvania ;  Ex- 
hibit 3-W  filed  and  explained  (f  rax) ..  1001,   1004 

Overhead,  shown  by  books  (  Whitten  ) 1477 

Per  station  decreasing  due  in  the  main  to  in- 
crease in  number  of  stations   (  Bethell) 1347 

Per   station   will   probably   increase   due   to   in- 
creasing cost  of  labor  (  Bethell)    1351 

Properly  chargeable  to  capital  account   (Trax) 

1314,  1315 
Reduction  of.  as  result  of  experience 

( Pennypacker )     1409 

Renewals    and    maintenance    greater    in    early 

years    ( Bemis  ) 1649 

Study  of,  from  beginning  necessary  (Bemis) .  .    1759 
Tendency  has  been  to  load   operating  expense 

and  favor  construction  (Gillette )   560 

(Whitten)     1478 

Too  great  as  shown  by  Company  (Bemis) ....    1551 

Total  annual,  actual  for  1914  ( Trax  ) 1409 

Total  annual,  estimated  for  1914  (Trax) 1328 

Total  annual,  estimated  for  1915   (Trax) 1329 

Commercial 

Aj:)portioned  to  construction  in  Mr.  Hayward's 

estimate  of  replacement  value  new  (Trax) .  .    1405 
Carried  on  books  as  annual  expense  (Trax)..    1405 
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EXPENSES— Co;;//// »rrf 
Engineering 

Charged  mainly  to  construction  (Hayward)298,     401 

Executive 

Apportionment  of.  to  Pennsylvania  (Hayward)     217 
Chargeable  in  part  to  "Land,"  and  other  con- 
struction accounts   (Hayward) 48,     213 

Explained  (  Hayward  )    217 

(Trax)    995 

Legal 

During  construction,  amortization  of  (Porter) .    1199 
During  construction  an  element  of  property  val- 
uation (Cooley  ) • 893 

Traffic  Engineering 

Apportioned  to  construction  in  Mr.  Hayward's 

estimate  of  replacement  value  new  (Trax) .  .    1405 
Carried  on  books  as  annual  expense  (Trax) .  .  .    1405 

EXTENSION  OF  SERVICE 

Company's  policy  to  extend  service  to  new  ter- 
ritory (Hayward) 880,     881 

(Trax)    965 

Exhibit  5-M  filed 1401 

To    unprofitable    communities    encouraged    by 
state-wide  theory   (Bemis) 1509 

EXTENSIONS 

Local,    more    valuable   to    profitable    user   than 

rural    (  Bemis  ) 1522 

Rate  of  return  on  (Bemis) 1757 

Unprofitable  at  first  (Bemis) 1522 

FAIR  RETURN 

See  Return  ;  Rate  of. 
FARMS 

Return  on  investments  in  (Addinsell) 1182 

FARM  LINES 

See  Rural  Lines. 
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FEDERAL  COURTS 

Decision  in  Ames  v.  Union  Pacific  on  a  return 
on  property  ])uilt  out  of  earnings  (Marye)  .  .     795 

Decision  in  Des  Moines  Water  Case  on  going 
concern  value   (Bemis)    1589 

Decision  in  Spring  Valley  Water  Case  on  Wis- 
consin method  (  Cemis  )   1669 

FINANCING 

See  also  Capital  Stock  and  Bonds,  etc. 

A.  T.  &  T.  Co.,  aid  given  operating  companies 

(  Bemis  )    \ 1688,  1707-1708 

A.  T.  &  T.  Co..  early  days  of  (Robb ) 1224 

By   issuance  of   common   stock,   desirability  of 

(Robb)    1223,  1225,  1226,  1228 

Efifect  of  regulation  on  (  Porter  ) 1201 

(Robb)....  1232,   1235, 

1239,  1240 
Exclusively  by  means  of  bonds 

(Addinsell)    1171,  1186 

(Robb)    1224.  1226 

Exhibit  4-R,  illustrating  dangers  of   financing 

mainly  by  bonds  (Robb) 1226,  1229 

Half  bonds,  half  stock  (Bemis) ....  1494,  1603-1605 
In  future  will  depend  upon  conditions  (Swayze)     998 

Methods  of  (Sterrett) 1151,  1163,  1164 

New  capital  has  ordinarily  been  raised  by  sale 

of  capital  stock   (Swayze) 998 

Partly     through     depreciation     reserve     fund 

(Swayze)    999 

Railroads  depend  mainly  on  bonds  (Robb) ....    1227 
Rate  of  return  not  dependent  upon  methods  of 

(Bemis)    1605 

Right  of  Commission  to  compel  use  of  certain 

method  of    (Bemis) 1604-1605 

Right  to  expect  up-to-date  (Bemis  ) 1603-1605 

Securities  should  not  exceed  value  of  property 

(Bemis)    '.    1495 

Speculative  element  as  an  aid  to  (Robb) .  .  1230,  1240 
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FINANCING— Cow/m  u^(/ 

Whether  mainly  by  stocks  or  bonds  affected  by 

various  conditions   (Robb) 1227 

With  bonds  in  early  years  (Bemis) 1658-1661 

FLOATING  DEBT 

Interest  on,  during  development  an  element  in 

a  rate  case   (Cooley) 921 

Occasional  necessity  for  carrying  ('Cooley) .  .  .      922 

FOUR    AND    ONE-HALF    PER    CENT.    OF    GROSS 
EARNINGS 

Adjustment  of  reduction   (Bemis) 1626 

Age  of  contract  for  payment  of  (Bemis) 1504 

Amount  per  station  (Bemis) 1500 

Analysis  of  A.  T.  &  T.  Co.'s  revenue,  expenses 

and  profits  (Bemis) 1626 

Approved  by  directors   (Bethell) 1395,  1398 

A.  T.  &  T.  Co.'s  accounting  system  not  studied 

(Bemis)    1691 

A.  T.  &  T.  Go's  report  to  Mass.  Highways  Com- 
mission ;  traffic  expenses   (Bemis) 1689 

Chicago   Investigation   did   not  allow   payment 

of,  in  finding  base  of  return  (Bemis) .  .1505,   1553 
Components  of  charge  (Bemis )...  1500,  1553,  1688 
Corporate  relationship  as  affecting  (Bemis) . . .  .1503 
Cost  of  parent  company  and  value  to  operating 
company  (Bemis) 

1503,  1687,  1696.  1702.  1705-1707.  1709-1712 
Deducted  from  expenses  in  estimating  working 

capital    (Bemis) U^K) 

Division  of  payment  between  components  of 

(Bemis)    1688 

(Bethell)    1391 

Early  history,  relevancy  of  (  Pennypacker) ....    1693 
Engineering  and  legal  services  furnished 

(Bemis)    1502.  1698,  1699 

Exhibit  Bemis  12  explained  (Bemis) 1626 

Financial  aid  (Bemis) 1688,   1707.   1708 

(Bethell)    1394 

Long  distance  communication  (Bemis) 1700 
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FOUR    AND     ONE-HALF     PER     CENT.     OF     GROSS 

EARNINGS— Con/mM^f/ 

National   industrial  associations    (Ijcmisj 1703 

Operating  companies   render  valuable   services 

to  A.  T.  &  T.  Co.  (Bemis) 1689 

Patent  law  services  {  Bemis ) 1698 

Patents  charge  criticised  (Bemis )..  1501,  1691-1698 
Payments  to  A.  T.  &  T.  Co.  formerly  a  royalty 

for  use  of  patent  (Trax) 1306 

Pole  rights  (Bemis) 1690 

Pupin  coil,  cost  and  value  (Bemis  ) 1688,  1696 

Pupin  coil,  not  sold  to  outsiders  (Bemis  ) 1695 

Reduced  in  calculating  gross  revenue  and  profits 

(Bemis)    1620,  1621,  1691 

Reduction  in  percentage  made  by  Cal.  Commis- 
sion   (Bemis  ) 1503,  1553 

Reductions  in  amount  paid  (Bethell ) .  .  .  .  1394,  1398 
Services  rendered  by  A.  T.  &  T.  Co.  (Bethell) .  1392 
Some  centralizing  medium  present  in  all  great 

industries    (Bemis) 1702 

Standardization   of    equipment   and   methods 

(Bemis)    1704 

Stock  bonuses  paid  for  use  of  patents  (Bemis) .    1504 

Traffic  aid   (Bemis) 1689 

Traffic  expenses   (Bemis) 1777 

Transmitter,  receiver  and  induction  coil  owned 
and  maintained  by  A.  T.  &  T.  Co. ;  advan- 
tages  (Bethell)    1390 

Transmitter,  receiver  and  induction  coil  rental 
and  maintenance  charge  criticised  ;  \\'is.  Com- 
mission report  (Bemis) 1500,   1503 

Universal    (Swayze) 1504 

Wis.  Commission  considered  only  rental  value 

of  the  instrument  (Bemis) 1709 

FRANCHISES  AND  ORDINANCES 

Discontinued  at  end  of  term  (Bemis) 1659 

Generally,  as  to  renewal  (Bemis) 1659 

Operating  companies  operated  under  short  term 
licenses   (Bemis) 1657-1661 
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FRANCHISES  AND  ORDINANCES— Coz/f/n/^rrf 

Stock  issued  to  A.  T.  &  T.  Co.  for  licenses ; 

amortization  of   (  Trax  ) 1304,  1313 

Telephone      franchise      requirements      defined 

(Trax)    995 

Term  of  (  Bemis  ) 1637 

\'alued  at  replacement  cost  (Haywardj 62 

FUNCTIONAL  DEPRECIATION 

Sec  Depreciation. 

FUNDAMENTAL  PLAN 

Described  (Trax) 952 

Preparation,  method  of    (Hayward  ) 52 

FURNITURE  AND  FIXTURES  (Office) 

An  element  of  property  valuation  (Cooley ) ....  893 

Annual  inventory  of   (Hayward) 244 

Book  value  of,  accepted    (  Paine ) 1079 

Defined  (  Hayward)   244.  245 

A'aluation  of  taken  from  books  (Wiley) 452 

FUSE 

Described   (Hayward)    718 

GARDNER,  D.  T. 

Called 117 

GENEALOGY 

Of  The  Bell  Tel.  Co.  of  Pennsylvania;  charts 

showing;  Exhibit  AIM  filed 506 

Of  The  C.  D.  Tel.  Co. ;  charts  showing ;  Exhibit 

NX  filed 506 

GEORGE,  W.  D. 

Called   76 

GILLETTE,  H.  P. 

Called    505 

Recalled    585,     616 

GOING  CONCERN  VALUE  (Cost  of  Establishing  Busi- 
ness) 
In  General 

Allowance  of.  by  courts  and  commissions 

(Bemis)    1543-1545 

( S wayze )    247 
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GOING     CONCERN     VALUE     (Cost     of     Establishing 
Business) 
In  General — Continued 

Allowance  of,  dependent  on  past  history 

(Bemis  )    1 538-1540 

A  sequel  to  interest  during  construction 

(Gillette)    342,  660 

Decision  in  Cedar  Rapids  Gas  Case  (Bemis).  .  1544 
Decision  in  Des  Moines  Water  Case  (Bemis) .  .  1589 
Decision  in  Kings  County  Lighting  Case 

(Bemis)    1538 

Decision  in  Paterson  and  Passaic  Gas  Case  on 

Bemis'  recommendation  as  to  (Bemis) 

1588,  1589,  1674 
Decision  in  Pioneer  Tel.  &  Tel.  Co.  v.  \\'esten- 

haver   (Bemis) 1589 

Deficit  during  development  an  element  in  a  rate 

case    (Bemis) 1674,  1752 

(Cooley)     923 

Deficits  in  past  as  affecting  additional  allowance 

for   (Bemis) 1674.  1752 

Defined    (Hayward) 18 

(Sw^ayze)    246,     247 

Detailed  statement  of  non-physical  elements  of 

valuation  ( Paine) 1073 

Deterioration  can  be  included  in  development 

cost  and  deducted  from  plant  or  disregarded 

entirely    (Gillette) 561,     639 

Development  cost  same  as  (Bemis) 1498 

Development  expense  is  historical  (Whitten) .  .  1457 
Effect    of    competition    on    development    cost 

(Hayward)    769 

Engineer's  estimates  for  proposed  new  develop- 
ment always  include  development  cost 

(Gillette)    541 

Increase  in  ;  var}'ing  percentages  (Bemis) 1558 

Necessarily   considered   in   getting  a   valuation 

equal  even  to  cost  (Bemis) 1750-1754 
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GOING  CONCERN  VALUE  (Cost  of  Establishing  Busi- 
ness) 
In  General — Continued 

Never  encountered  in  such   form  as  to  require 

specific  allowance  for   (Bemis  ) 1672 

None  before  readiness  to  operate  (Bemis) ....    1435 
Not  justified  by  facts  in  this  case  (Bemis) 

1498,  1.538-1540 

Not  recognized  by  Mr.  Hartman 249 

Omitted  from  fair  value  (Bemis) 1537 

Omitted  in  Chicago  Investigation    (Bemis) 

1498.  1537 
Recognized  by  Act  of  Pennsylvania  Legislature 

(Swayze)  ' 249 

Represents     real     and     necessary     investment 

(Cooley)    932 

(Gillette)    513 

Theories    of  ;    Agency  ;    Competitive :    Replace- 
ment ;  explained   (Gillette) 512 

Methods  of  Estimating 

Method   used   by    Prof.    Cooley   in   Milwaukee 

Street  Railway  Case   (Hay ward) 274 

Replacement    theory    and    Wisconsin    method 

only  two  analytical  methods    (Gillette) 557 

Tendency  is  toward  analytical  methods 

(Gillette) 556 

PERCENTAGE  METHOD 

Percentage  Method   (Cooley) 932 

(Gillette)    555 

(Hay ward)   273,     275 

REPLACEMENT  METHOD 
In  General 

Actual   history   of   business   not   considered    in 
replacement    cost    of    establishing    business 

(Hayward)    282,     316 

Alvord  method   (Bemis) 1435 

Average  unit  prices  a  denial  of  (  Bemis  ) 1434 

Capital    assumed     to    be    borrowed    quarterly 
(Hayward)    256 
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GOING  CONCERN  VALUE  (Cost  of  Establishing  Busi- 
ness) 
Methods  of  Estimating 

RErj.ACi-:.Mi-:x'r  .mi-:tii()D 

In  (JENERAL — Continued 

Cost  of  establishing  business  in  6-year  period 
cannot  be  projected  into  the  futvire  at  the 
same  rate  of  growth  (Hay ward) 264 

Cost  of  establishing  business,  items  included 
under   (Bemis)    1741 

Exhibit  D  explained  (Hay ward) 268-271 

Generally    ( Bemis ) 1418 

(Cooley)     928 

(Gillette)     333 

(Hay ward  )     255,  272,  274,  283-291 

Inclusion  of  Broad  and  Spruce  Streets  property 
in  estimating  cost  of  establishing  business 
(Hayward)    285 

Increments  in  land  values  (Bemis )   1419 

Limitations  of,  applicable  to  this  case  (Bemis) 

1418.  1422 

Method  of  estimating  amount  to  be  spent 
quarterly  for  each  item  (Hayward) 257 

Method  used  by  Bemis  would  give  same  result 
whether  a  going  concern  or  not  (Bemis) ....    1752 

Overhead   costs   a]it   to   be  higher   than    actual 

(Bemis)     1423 

Percentage  of,  to  physical  valuation 

(Hayward  ) 279.  280 

Preferable  to  Wisconsin  method   (Gillette)....      540 

Rates  charged  in  past  ignored  in  hypothetical 
method    ( Hayward) 493 

Return  on  unused  property  obviates  necessity 
for  interest  during  construction  in  theoretical 
development   ( Bemis  ) Ir48 

Revenue  at  present  rates  entered  into  deter- 
mination of  ( Hayward) 492 

Review  of  Mr.   Hav ward's  method   (Gillette) 

534-.=^36 
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GOING  CONCERN  VALUE  (Cost  of  Establishing  Busi- 
ness) 
Methods  of  Estimating 

REPLACEAIEXT   METHOD 
Ix  General — Continued 

Theory  of,  explained  (Hayward) 265 

Weight  to  be  given  to  (  Bemis) 1422,   1423 

Hypothetical  Period 

Construction    periods    assumed    in    estimating 
cost    of    establishing    business     (Hayward) 

260,  268-271 

Curves    used     in     estimation    of    construction 
periods  based  on  experience  (Hayward) ....     271 

First  year  of  hypothetical  period  spent  in  plan- 
ning and  organizing  (Hayward) 288 

Hypothetical    period    of    development    ends    in 
present  actual  conditions  (Hayward) 288 

Possibility  of  shortening  hypothetical  period  of 
development  to  four  or  five  }ears 
( Hayward )     286 

Reproduction  of  projjerty  in  tive  years 

(Hayward )    '. " 320.  472-474 

Reproduction   of   property   in   live  years ;   Ex- 
hibits YY-1 ,  YY-2,  YY-3 .' 703,     706 

Six-vear  liypothetical  period  the  most  economi- 
cal   ( Hayward) 476 

Six    years    a    conservative    hy])othetical    period 
( Gillette  )    533 

^"arious  hypothetical  periods  tried  (Hayward) .     474 
Interest  and  Operating  Expenses 

Construction,  percentage  of  general,   commer- 
cial, and  traffic  charged  to  (  Trax  ) 1405 

Depreciation  during  hy])othetical  period 

(Hayward)    259 

Determination  of:  Exhibits  C-1  and  C-2  tiled.  .     253 

Engineering  and  executive  ex])ense  not  dupli- 
cated in  cost  of  establishing  luisiuess 
(Hayward)     285 

Expenses  during  hypotlietical  period 

(Havward)    258 
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GOING  CONCERN  VALUE  (Cost  of  Establishing  Busi- 
ness) 
Methods  of  Estimating 

REPLACEMENT   METHOD 
Intf.rest  and  Operating  Expenses — Continued 
Interest  and  operating  expenses;  cross-exami- 
nation on  method  of  estimation  (Hayward)  3 14-321 
Interest  during  construction  ignored  in  Bemis' 
estimate  of  replacement  value  new  (Bemis) 

1739-1741 
Interest  on  deficits  compounded  (Hayward)..  265 
Quarterly   revenue   during  hypothetical   period 

(Hayward)    258 

Total  existing  deterioration  should  be  included ; 

Exhibit  N  incorrect  (Gillette ) 643 

Treatment  of  deficits  (Hayward) 259 

Organization  and  Development 

An  element  of  property  valuation  (Cooley) ....     893 
Cost    of    attaching    the    business    ignored    in 
Bemis'       set-up       of       reproduction       value 

(Bemis)    1749 

Defined  (  Hayward) 249 

Ignored  in  Bemis'  set-up  (Bemis) 1742-1747 

Mr.  Hayward's  valuation  accepted  (Paine)...    1087 
Percentage  accepted  in  Camden  Case 

(Hayward)     251 

Percentage  allowed  for  (  Hayward) 250 

Usually  estimated  as  a  percentage  of  physical 

property  (Cooley) 901 

Selling  Service 

Cost    of    attaching    the    business    ignored    in 
Bemis'       set-up       of       reproduction       value 

(Bemis)    1749 

Cost  of  selling  service  in   early  stages  of  de- 
velopment   ( Hayward ) 290 

Selling  service  an  item  of  going  concern  value 
(Hayward )   251 

WISCONSIN  :^IETHOD 

Agency  theory  should  not  be  retroactive 

(Gillette)    648,  668,  673,  675,  676 
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GOING    CONCERN     VALUE     (Cost     of     Establishing 
Business) 
Methods  of  Estimating 

WrSCON SI N   i\I ETUOD— Continued 

Apportionment  of  property  to  Pennsylvania  in 

estimating  going  concern  value  (Gillette) ....  690 
Book  value  of  physical  property  used  (Gillette)  521 
Commission    has    no    jurisdiction    over    rates 

charged  in  past  (Swayze) 683 

Competition  not  consistent  with  agency  theory 

(Gillette)    651 

Comopunding  omitted  (Bemis) 1433 

Decision     in     Kings     County     Lighting     Case 

(Bemis)    1436 

Decision  in  Spring  Valley  Water  Case  (Bemis)    1669 
Deficit   includes   cost  of   accumulating   reserve 

(Gillette)    527 

Deficit  in  Exhibit  QQ  approximates  existing  de- 
terioration (Gillette)    696 

Deficits,  object  of  ascertaining  (Bemis) 1668 

Deficits,  proper  average  to  use  in   computing 

(Bemis)    1686 

Described  (Cooley)    924-927 

Early  years,  no  going  value  (Bemis). 1621,  1646,  1759 
Earnings     and     expenses     taken     from     books 

(Gillette)    691 

Effect   of   charging   construction    items    to   ex- 
pense (Gillette)    658 

Effect     of     charging     dividends     to     expense 

(Bemis)    1432 

Effect  of  slight  changes  in  operating  expenses 

on   (Bemis)    1441 

Effect  on  rate  of  return  (Bemis) 1676 

Employed  at  request  of  Commission 

(Gillette)    516,  667 

Equitable      claim      against      the      community 

(Bemis)   1433,  1668 

Estimate  of  deficit  during  development  of  South 

Bufifalo  R.  R.  (Cooley) 929 
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GOING     CONCERN     VALUE     (Cost     of     Establishing 
Business) 
Methods  of  Estimating 

WJ SCONSJ N  METHOD— Contiuncd 

Exhibit  Bemis  1  explained   (  Bemis) 1430 

Exhibit  Bemis  2  explained   (Bemis) 1614 

Exhibit  Bemis  9  explained   (Bemis) 1621 

Exhibit    PP,    going    concern    value,    explained 

(Bemis) 1429 

(Gillette)    519-523 

Exhibit  QQ  explained   (Bemis)    1429 

(Gillette)   527 

First  use  of   (Cooley)    930 

(Gillette)    517 

Generally  (Bemis)    1433 

Inconsistency  of  (Bemis)    1429,  1433,  1669 

(Hayward) 290 

Inconsistent   with   replacement  value   new 

theory    (Bemis)     1434 

Increments  in  land  value  disregarded  in 

(Gillette)    ' 669 

Interest  on  deficit  is  compounded 

(Bemis)    1429,  1431.  1499,  1668 

(Gillette)    521,  660,  663 

Items  included  in  operating  expense  (Gillette)     519 

Limitations  of  (Bemis)   1428 

(Gillette)    649 

Modifications  in    (Bemis)    1435 

Mr.  Gillette  not  committed  to 671 

Object  of    (Bemis)    1433 

Operating  expenses  must  be  accurate  (Bemis)   1432 
Professor  Cooley's  curves;  Exhibit  5-H  filed.  .    1330 

Rate  of  fair  return;  Exhibit  PP  (Bemis)   1429 

(Gillette).  522,  525 
Rate  of  fair  return  used,  too  high  (Bemis).  .  .  1672 
Rate  of  return,  effect  of  compounding  (Bemis)  1499 
Rate  of  return  received  by  this  Company,  fair 

(Bemis)   ' 144l'.  1499,  1660 

Rates  of  return  used  (Bemis)    1606-1610 
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GOING     CONCERN     VALUE     (Cost     of     Establishing 
Business) 
Methods  of  Estimating 

WISCONSIN  ^.[ETHOD— Continued 

Reason  for  deficit  in  return  in  the  past 

(Gillette)     693 

Records  incomplete  prior  to  1S85  (Gillette)...  .     641 

(Swayze)  .  .  .     538 
Re-investment  at  same  rate  of  return 

(  Bemis)    1671,  1675 

Reproduction  cost  usually  used  in  conjunction 

with  { Whitten)    1472 

Treatment  of  depreciation   (Gillette)    638 

\'alue  of   result  obtained    (Bemis)    1433 

\\'isconsin  Commission  on   (Beniis) 1435 

\\'ould     be    high     for     unsuccessful     company 

(Bemis)     1433 

(Cooley)    931 

(  Gillette)     ^32 

GOOD-WILL 

Defined   (  Sterrett )    1 1 57 

Nothing  claimed  for  (  Swayze)   248 

GORDON,  GEORGE  B. 

(3pening  address    141 1 

GREENSBURG 

Testimony  bearing  on  property  at  (Lane) .  .  .111-113 
GROUNDED  CIRCUIT 

See  Circuits. 

HARRISBURG 

Testimony  bearing  on  property  at   (Etter)  .  .385-389 

HARTMAN,  GALEN 

Representative    of    the    Pittsburg    Chamber    of 
Commerce,  intervenes  175 

HAWKINS,  H.  F. 

Called    371 

HAYWARD,  NATHAN 

Called    9. 

Recalled.  .211,  221,  393,  467,  508,  583.  609,  702,  868 
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HAZLETON 

I'c'siiuiony  bearing  on  property  at  (Krick)  .  .122-124 

HEARINGS 

November   21.    1913 1-74 

December  3.  4  and  5,  1913 75-367 

December  17  and  18,  1913 369-495 

January  21  and  22,  1914 497-656 

February  18  and  19,  1914 657-798 

March  20,  1914 799-866 

April  9,  1914 867-949 

April  23  and  24,  1914 951-1126 

June  4  and  5,  1914 1127-1330 

June  18,  1914 1331-1402 

November  5  and  6,  1914 1403-1610 

December  17  and  18,  1914 1611-1796 

Testimony  to  be  presented  at  remaining 
(Swayze)    800 

HEFFELFINGER,  ELMER 

Called  127 

HERR,  ALLEN  A. 

Called 142 

HISTORICAL  METHOD 

See     Going     Concern     Value;     \\'isconsin 
Method. 
HISTORY 

Bell  Telephone    (Bethell) 1333 

Improvements   in  telephone  plant    (Hayward), 

729,  738-760 
Of   telephone   station   development   to   be   pre- 
sented  (Hayward)    777 

HOLDINGS 

Earnings  on  outside  securities  eliminated  from 
revenue  for   Pennsylvania    (Trax) 992 

Outside  securities  owned  and  earnings  thereon 
to  be  eliminated  from  consideration  (Swayze)     986 

Stock  and  bond,  of  The  Bell  Tel.  Co.  of  Penn- 
sylvania (Trax) 980 
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HONS,  JOHN  H. 

Called 497 

HOUCK,  SOLOMON 

Called 146 

HUDSON  RIVER  TELEPHONE  COMPANY 

Dividends  paid  by;  Exhibit  3-Y  tiled  (Trax) .  .    1006 
Merger  of  ( Trax) 958 

HUNSICKER,  J.  F. 

Called 380 

HYPOTHETICAL  PERIOD 

See    Going    Concern    \^alue;    Replacement 
Method. 

INADEQUACY 

See  Depreciation  ;  Functional. 

INCOME 

See  Earnings. 

INCREMENTS  IN  LAND 

See  L.A.ND;  Increments. 

INDEPENDENT  COMPANIES 

See  Competition;  Telephone. 

INDUCTION 

Eliminated  by  system  of  transposition 

( Hayward )    744 

Risk  in  business  increased  by  (Bemis) 1648 

INDUCTION  COIL 

Efficiency  of  ( Hayward)    31 

Ownership  of  (Hayward)    29 

Sale  of  (Bemis) .  . '. 1500 

INSPECTION 

Cost  of,  increased  by  cheap  labor  (Gillette) .  .  .      590 
INSTALLATION 

Account  defined  (Hayward)    31,  347 

Allowance  on.  for  contingencies  and  omissions 

(Paine)     1027 

Depreciation  on.  Charged  to  '"Station  Removals 

and  Changes"  (Hayward)   342,  343 
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INSTALLATION- Ca;///;n(rrf 

-Mtlhod  of  a])iM-aisal  (  Hay  ward  )    32 

Replacement    value    of,    less    than    book    value 
(Tiillette)    581 

INSTRUMENTS 

See  Station  Ai'pakatus. 

INSURANCE 

During    construction    an    element    of    property 
valuation   (  Cooley )    893 

Liability,    insufficient    chari^ed    to    construction 

( ( lillette )    559,  597 

(  Paine )    1048 

INTANGIBLE  CAPITAL 

See  also  Going  Concern  A'alue. 

Detuned   (Trax)    979 

Placed    in    accounting    system    at    instance    of 
Interstate  Commerce  Commission    (Trax)..     979 

INTEREST 

And   dividends   earned   deducted    from   interest 
and  dividends  paid  (Trax  )    1326 

Apportionment  of  amount  paid  by  The  C.  D. 
Tel.  Co.  to  territory  in  Pennsylvania  (  Trax)    1004 

Compounded  in  estimating  going  concern  value 

(Gillette)    ^. 663 

( Hay  ward  )    265 

Earned  on  loans  distributed  in  dividends  (Trax)    1300 

Elements    of    fair    return,    interest    and    proht 
(Gillette)    528 

On  bonds  disregarded  by  Bemis  in  Consolidated 
Gas  Case    (Bemis) 1768-1772 

On  bonds  of  Cleveland  Street  Railways  guaran- 
teed   (Bemis) 1438 

On   floating  debts  during  development  an  ele- 
ment of  property  valuation  (Cooley) 894.  921 

Rates  of,  elTect  on  fair  return  (Bemis) 1429 

Rates  paid   by   The  C.   D.   Tel.   Co.   on   loans 
(Trax)    1003 

Received  by  Bell  Company  (  Trax) Iv325 


Index  to  Testimony.  Ixxvii 

INTEREST    AND    OPERATING    EXPENSES    DURING 
DEVELOPMENT 

See      Going      L'oxcerx      \'alue  ;      Methods; 
Replacement. 

INTEREST  DURING  CONSTRUCTION 

Adjustment  of  account   (Lieniis) \76?-l7f)^ 

An  element  of  property  valuation   (Cooley)...     893 

An  overhead  charge  (  W'hitten  i .  . \47f) 

Defined   ( Cooley)    915 

Determination  of,  in  reproduction  method 

(  Whitten  )    1477 

Development  cost  a  sequel  to  (Gillette) 542,  660 

Estimated  at  approximately  6''/;    of  plant  valua- 
tion  (Paine )    lOV'O 

Has  not  been  charged  to  construction  in  books 

(Gillette)    563.  653 

(Wiley)    450 

Ignored  in  Bemis'  estimate  of  re])lacement  value 

(Bemis)    1739-1741 

Interest  actualh-  paid  assumed  to  be   (Paine)    108S 
Interstate  Commerce  Commission  accounting 
provides    that    interest    during   construction 

be  charged  to  construction    (Gillette) 570 

Last  three  years  (  Bemis) 1621 

Necessity  for  allowing  for,  obviated  by  return 
on  property  built  in  anticipation  of  use 

(Bemis)     1548 

Not  charged  to  cost  of  Panama  Canal 

( Gillette )     567 

Not  comparabk'  with  Mr.  Hayvvard's  interest 

during  develMpnuMit  period   (Paine) 10S9 

INTERIOR  BLOCK  WIRING 

Account   defined    (  Hayward  ) 32 

Allowance    for    contingencies    and    omissions 

(Paine)    102S 

INTERIOR  HOUSE  WIRING 

Abandonment  of  (  Paine  ) 1027 
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INTERSTATE   COMMERCE  COMMISSION 

See  Accounting   System  ;  Interstate  Com- 
merce Commission. 

INVENTORY 

I'or    application    to    particular    items    of    prop- 
erty, see  such  items. 

In  General 

Cost    of,    not    included    in    replacement    value 

(Hayward)   68 

P2xhibit  A,  units  of  plant,  tiled  and  explained 

(Hayward)    13,  14 

Expense  of,  a  special  account   (Hayward)...  401 

Force   employed   on    (Hayward) 11 

Impossibility  of  perfect   (Cooley)     S^Ol 

(Paine)    1025 

Inspection  of  field  reports  (Paine) 1021 

Method  of  making  (  Hayward) 11 

Prohibitive  cost  of  perfect  (Cooley) 004 

Request    for    data    applying   to    Pittsburg    and 

Allegheny  County   (Hayward) 292 

Supervision  of  (Hayward) 13.  303 

Tabulation  of   (Hayward) 11 

Time  consumed  in  making   (Hayward  ) 15 

Check  of 

Analysis  and  check  of   (Gillette) 551 

(Paine)    1021 

Check  against  duplication  (Hayward) .  .  .  .22)7,  238 

Data  available  for  checking  (Hayward )...  14,  S2 

Field  Count 

Accuracy  of  count  (Hayward) 306 

Books  do  not  provide  a  good  check 

( Hayward)     307 

Construction  contingencies  cannot  be  found  in 

field  count    (Paine) 1046 

Duplication,  improbability  of   (Cooley) 903 

( Hayward)    ...  67 

(Paine) 1039 

Duplication,  possibility  of  (Pennypacker) ....  606 
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INVENTORY 

Field  Count — Continued 

Study  of  field  count  (Paine) 1020 

Supervision  of  field  count   (Hayward) 13 

Forms 

Forms  and  methods  approved    (Gillette)....  551 

Preparation  of  forms  (Hayward) 11 

Study  of  forms  used  (Paine) 1021 

INVESTIGATION 

Of  rates;  see  Rate  Investigation. 
INVESTMENT 

See  also  Book  \\'\lue 

Cost  ;  Original 
Return  ;  Basis  of 
Securities. 
Facts  that  should  be  known  prior  to  (Bemis) 

1755-1757 
Innocent  investor  should  be  considered 

(Bemis)   1728,  1757 

In   property,   average,   compared   with   average 

capital  stock   outstanding   (Trax) 1325 

Per    telephone    in    United    States    and    other 
countries  (Bethell) 1365 

IOWA 

Telephone  development  of  (  Hayward) S75 

IRON 

Ornamental,  described  (Shenk)    192,  202 

Substitution  of  copper  for.  a  risk  (Bemis) ....    1648 
Use  of  iron  wire   (Hayward) 44 

JEANNETTE  COMPLAINT 

Inception  of  investigation   (Swayze) 1 

JURISDICTION 

Commission   has   none   over   rates   charged   in 
past  (Swayze)   683 

KANSAS  CITY  RAILWAY 

Functional  depreciation  illustrated  by 

(Gillette)    621 
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KINGSTON 

'I'cslimony  l)carin,c^  on  propert}-  at  (  Moore )  .  .130-132 

KRICK,  GEORGE 

Calk-(1    122 

LABOR 

Allowance  for  change  of  cost  of  (Demis) 1499 

Cheap    labor    necessitates    greater    inspection 

costs  (Gillette)   590 

Costs    for    stringing    wire    increased    one-hah' 

per  cent,  per  annum  (Gillette) 592 

Hours  of.  reduced  at  same  wages  (Bethell).  .  1345 

Price  of,  subject  to  unforeseen  change  (Porter)  1191 

Prices  have  increased   (Bethell) 1347 

(Gillette)    568 

(Hayward)   40 

(Shenk) 205 

(Swope)    823 

LANCASTER 

Testimony  bearing  on  property  at  (Herr) 142 

LAND 

In  General 

Defined    (  r.emii; ) 1598 

(Hayward)    18 

Method  of  location  of  lots  (Hayward) 212 

Not  all  used  in  operations  (George) 85 

(Hayward) 215 

(Mauran) 107 

Schedule  of  deeds;  Exhibits  P.  Q.  R  described 
(Briggs) ~ 390-391 

Appraisal 

IN  GENERAL 

Addition     of     property     omitted     from     count 
(Paine)    .' 1022 

All    appraised    by    experts    except    recent    pur- 
chases  (Marye) 210 

Appraisers  ignorant  of  ])urchase  price 

(Hayward)    20 

Assessed  value  not  used  (George) 87 
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LAND 

Appraisal 

IN  G]INY.R.\L— Continued 

At  Scranton  and  New  Castle  based  on  recent 

purchases  of  adjacent  property   (Hayward)  214 

Based  on  ordinary  use  (George) 86 

(Hayward)    26 

(Mauran)    107 

Building's  of  little  consideration  (Mauran) ....  100 

Differences  in  dates  of   (Hayward) 227 

(Houck)    150 

Duplication  of  Imildings  not  included 

( Hayward )     225 

Extra  value  of  adjacent  lots  (Hayward) 26 

^lethod  of   ( George)    78-80,  87 

(Hayward)     18,  20,  211 

(Lane)     112 

(Mauran)    99 

Original  cost  (Bemis) 1599-1603 

Overheads  defined   (Bemis) 1600 

Overheads  not  included  in  cost  of  (Bemis) 

1599-1603 
Title  insurance  and  agents'   fees  not   fully  in- 
cluded in  (Gillette) 597 

Valuation  Aug.  31,   1912,  and  Aug.   31.    1913 

(Hayward)    20,  21 

ALLENTOWN 

(Hu.nsicker)    382 

ALTOONA 

(Stahl)    153 

ARDMORE 

(Mauran)    106 

BEAVER  FALLS 

(Hawkins)    371 

CHESTER 

(Mauran)    106.     107 

CLEARFIELD 

(Norris)    121 
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LAND 

Appraisal — Continued 
EASTON 

(Strasburg)    377 

ERIE 

(Hayward)    215 

GREENSBURG 

(Lane)    112 

HARRISBURG 

(Etter)    386 

HAZLETON 

(Krick)  122 

KINGSTON 

(Moore)    131 

LANCASTER 

(Herr)    143 

McKEESPORT 

(Gardner)    117,     118 

MEDIA 

(Mauran)   106 

NORRISTOWN 

(Mauran)    106 

PHILADELPHIA 

Broad  and  Spruce  Streets 

(Mauran)   106 

Eleventh  and  Filbert  Streets 

(Mauran)   104,     106 

Fifty-Second  Street  and  Lancaster  Avenue 

(Mauran)   105 

Forty-Fifth  Street  and  Woodland  Avenue 

(Mauran)   105 

Market  Street,  412 

(Mauran)   103 

North  Preston  Street.  14 

(Mauran)   105 
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LAND 

Appraisal 

PHILADELPHIA— Con/MH^^-rf 

Seventeenth  Street  and  Allegheny  Avenue 

(Mauran)   107 

Seventeenth  and  Arch  Streets 

(Mauran)   107 

Seventeenth  and  Diamond  Streets 

(Mauran)   106 

Seventeenth  and  Filbert  Streets 

(Mauran)   105 

Seventeenth  and  Poplar  Streets 

(Mauran)    105 

South  Fourth  Street 

(Mauran)   105 

South  Broad  Street,  1705 

(Mauran)    105,     106 

West  Chelten  Avenue,  26-28-32 

(Mauran)    103 

PITTSBURGH 
Brady  Exchange 

(George) 82 

Cedar  Exchange 

(George)    80,       81 

Court  Exchange 

(George) 80 

FiSK  Exchange 

(George)    81 

Grant  Exchange 

(George)    79,     80,       88 

Hemlock  Exchange 

( George )  82 

Hiland  Exchange 

(George)    81,      93 

Hill  Exchange 

(George)  82 

Neville  Exchange 

(George)  82 
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LAND 

Appraisal 

VV\'\'<^\\{:R(\\\— Continued 

SCIIENLEV   EXCIIAXGK 

( George  )    81 

ROCHESTER 

( Hawkins )    372 

READING 

(Luppold)    134 

SHAMOKIN 

(Heffelfinger )   128 

WASHLNGTON 

( Christmas )    115 

WEST  CHESTER 

( Alauran)    \0C, 

WILKES-BARRE 

(Moore )    131 

\\TLLL\MSPORT 

(Houck )   147 

WINDBER 

(Colburn)   126 

YORK 

(Owen)     139 

Assessments 

Assessed  value  of  land  and  buildings,  a  guide 
in   appraisal   of   land    ( Mauran) 99 

Assessment  not  a  guide  (Herr  ) 145 

No  guide  to  appraisal  outside  of  Philadelphia 
( Mauran )    106 

Pittsburgh ;  assessed  and  market  values  com- 
pared (George)   90 

Relation  to  market  value   (  Mauran) 99.     108 

Book  Value 

Credit  to  propert}-  account  for  land  sold 

( Hay  ward  )    365 

Use  of,  in  aj^praisal  (Hay ward  ) 19,       20 
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LAND— Continued 

Contingencies  and  Omissions 

Addition  of  property  omitted  from  land  count 

(Paine)    1022 

Danger  of  omission  slight  (Gillette) 604 

Insurance  and  agents'   fees  not   fully   included 

in  land  appraisal  (  Gillette) 597 

Omissions   of   land    from    inventor\-    impossible 

( Hayward  )    68 

One  lot  of  land  omitted  (  Ha\  ward) 236 

(Marye) 605 

Depreciation 

Land  not  depreciable  (Hayward) 336 

Xo  provision   for    (Hayward  ) 342 

( Swayze)  577 

Increments 

Added  in  calculation  of  fair  value   ( Ueniis) .  .  .    1622 
Companv  is  entitled  to  a  return  on,  in  land  value 

(Gillette)    647,     665 

(Hayward)   790 

Decision  in  City  of  Haverhill  v.  Haverhill  Gas 

Company    (  Bemis) 1420 

Decision  in  Consolidated  Gas  Case  (Alarye) .  .  .      793 
Decision  in  Kings  County  Gas  Case 

(Marye  )    '. 791,     793 

(Whitten)    1461 

Decision  in  Minnesota  Rate  Cases   (Bemis)...    1419 

(Whitten).    1467 

Disregarded  in  future  (  Bemis) 1419 

Disregarded  in  Wisconsin  method   (Gillette)..     669 
Excluded  in  estimate  of  original  cost  (Bemis).    174('^ 
Increment  in  value  of  Broad  and  Spruce  Streets 
property  (Philadelphia)  included  in  valuation 

(Hayward)   789 

Not  shown  in  books  (Gillette) 563,     653 

Past  increments  in  value  should  be  included  in 

capital  account   (  Gillette) 669 

Past  increments  in  value  not  to  be  included  in 

net  income  (Gillette) 664 

Should  go  to  patrons  of  company  (Bemis) ....    1602 
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hMiD-  Continued 
Purchases 

Agents'  commission  for  purpose  of  ])urcliasing 

(Gillette)   597 

(Ilayvvard)    213,     219 

Method  of  ])urcliase  of  lots 

(  Gillette )   597 

(Hayward)    213,  214,  218 

Payments   for   unsuccessful   effort  to  purchase 
charged  to  other  land  (Hayward) 219,     400 

Period  of  purchase  assumed  in  estimating  cost 
of  establishing  business  (Hayward) 268 

Recent  purchases,  amount  of  (Hayward) 218 

Unused  Land 

Broad   and   Spruce   Streets   property    deducted 

from  estimate  of  fair  value  ( Bemis) 1622 

Held  for  future  use    (Bemis) 1547 

(Hayward)    309 

Increment    in    value    of    property    included    in 

valuation    (Hayward)    789 

Investment    based    on    economy    of    operation 

( Hayward )   313 

Propriety  of  including,  in  valuation  (Paine) .  .  .  1068 

Purpose   of  purchase    (Hayward) 314 

Segregation  of  Broad  and  Spruce  Streets  prop- 
erty   (Bemis) 1547 

(Hayward)    72) 

(Wiley) 423 

LANE,  WILLIAM  S. 

Called Ill 

LAW  OF  INCREASING  RETURNS 

Not  applicable  to  present   stage  of  telephone 
development  (Bethell)  1351 

LIABILITIES 

See  Assets  and  Liabilities 
Bai^nce  Sheets 
Accrued  Liabilities  Not  Due. 
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LIABILITY  INSURANCE 

Insufficient    amount    charged   to    construction 

(Gillette)    559,     597 

(Paine)    1048 

LICENSE 

See  Franchises  and  Ordinances. 
LICENSEE  REVENUE— DR. 

See  Four  and  One-half  Per  Cent,  of  Gross 
Earnings. 
LIFE 

See  Depreciation. 

LIGHTNING  ARRESTER 

Described   (Hayward)    710 

LINE  JACK 

Described   (Hayward)    71(3 

LINES 

See  also  Circuits. 

In  General 

Length     of,     disregarded     in     rate     making 
(Bethell)    1356 

Party 

Exchanges  developed  from  multi-party  lines 

(Sylvan)    ' 1264 

Explained  (Bethell)   1337 

Inception  of  (Bethell) 1337 

Supersede  rural  line  service  (Sylvan) 1255 

Service 

List  of  in  Pennsylvania  (Sylvan) 1252 

Toll 

Depreciation  of   (Hayward) 344 

Development  of  (Hayward) 745,  746 

Exchange  and  toll,  must  co-ordinate  (Sylvan).  1257 

Exhibit  3-K,  showing  miles  of,  filed 878 

]\Iap   of   system   of    Bell   and   Associate    Com- 
panies ( Sylvan)   1253 
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LOADING  COIL 

Cost  of  (Hayward  )   7S^ 

Described  (Hayward)    56 

I'^ft'ect  of,  on  transmission  (Hayward) 759 

Invented  by  Prof.  Pupin  (Hayward) 751,  752 

flakes  possible  tlie  use  of  cable  for  toll  traffic 

(  Hayward)    7'bS,  760 

Saves  copper  (Hayward)   760 

LOANS 

Amount  of,  procured  by   The   C.   D.   Tel.   Co. 

(Trax)     ' 1001 

Interest    rates    paid    by    The    C.    D.    Tel.    Co. 

(Trax)    " 1003 

j\Iay  be  procured  from  banks  (Swayze) 997 

To  other  companies  (  Trax)   1323 

Usually   procured    from   other   Bell   Companies 

(  Trax  )    997 

LOCAL  SERVICE  AREA 

Based  on  demand  of  public   (Sylvan) 1265 

Defined  (Bethell) 1339 

In  City  of  Pittsburgh  ;  query  of  Mr.  Hartman 

objected  to ;  objection  sustained 96 

Xo  limit  to  size  except  rates  necessarilv  charged 

(  Sylvan )     1265 

Overlapping  (Sylvan)    1250 

Tendency  to  group  exchanges  into   (Hayward)  882 

LOCALITIES 

Cost   of   service   in   individual,   not   the   proper 

basis  of  rates  (Gillette) 652 

(Sylvan)    1286 

List   of,   to   which   service   has   been   extended, 
to  be  filed  (  Swayze)   970 

List  of.   to   which   service   has   been   extended, 
filed :  Exhibit  5-M  1401 

LONG  DISTANCE 

A.  T.  &  T.  lines  in  Pennsylvania  (Hayward) .  .     756 
Development  of.  by  A.  T.  &  T.  Co.  (Bemis) . .  .    1700 
Development   of   service   necessitated   improve- 
ments in  exchange  plant  (Hayward) 745 
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LONG  DISTANCE— Continued 

Division  of  charges   (Bemis) 1491 

Facilities  affect  competition  (Bemis) 1666 

Percentage  of  subscribers  using  (Bemis  ) 1668 

Risk  in  early  development  of  (  Bemis) 1648 

Service,  early  development  of  (Sylvan) 1257 

Service  is  furnished  to  Connecting  Companies 

(  Hayward )    749 

Service  made  possible  by  transposition  system 

(  Hayward)    744 

Should  be  self-supporting  (Bemis)    1510 

LUPPOLD,  W.  H. 

Called    133 

McKEESPORT 

Testimony  bearing  on  property  at  (Cjardner). 117-1 19 

MAGNETO  SYSTEM 

Described   (Hayward)     762 

(Marye)    539 

MAINTENANCE 

Account  defined  ((^lillette)    616 

Decreasing  (Bemis)    1447 

Includes  repairs  and  renewals  (Bemis)    1447 

Percentage   of,    to   book   value   of    plant ;    Ex- 
hibits WW  and  XX  explained  (Gillette)  .631,  635 

Sub-accounts  explained   (Hayward) 332 

MANUFACTURING  COMPANIES 

Market  value  of  stock   (Sterrett) 1160 

Rate  of  return  of;  Exhibit  4-C)   (Sterrett) 

1133.  1134,  1140,  1141 

MAPS 

Exchange  development  of  Bell,  Connecting  and 
Independent  Companies  in  Pennsylvania 
(Sylvan)    1-49 

Exhibit  LL,  territorial  map  of  the  Philadelphia 
unit    (  Hayward) -""O'^ 

Locations  of  Western  Electric  Company's  ware- 
houses ;  explained   (Swope  ) S3S 
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MAPS — Continued 

Toll  Line  system  of  Bell  and  Associate  Com- 
panies   (Sylvan) 12^ 

MARKET  VALUE 

See  Buildings 

Capital  Stock 
Land. 

Consideration  to  be  given  to   (Bemis)    1451 

(Whitten)   1486 

MARYLAND 

Baltimore  Rate  Case 

Baltimore    property    segregated    ( Anderson) ...  1783 
Excessive  use  of  flat  rate  service 

(Bethell )    1380,  1388 

Consolidated  Gas  Case 

Bemis'   recommendations  and  Commission's 

decision    (Bemis)    1768-1774 

Increment  in  land  values  and  paving  over 

conduits  (Marye)    793 

Law  guaranteeing  interest  on  bonds   (Bemis).    1772 

Rate  of  return  recommended   (Bemis)    1639 

Working  capital,  method  used  by  Bemis  in 

estimating   (Bemis)    1714 

MASSACHUSETTS 

Haverhill  Gas  Case  (Bemis)    1420,  1437,  1731 

Report  of  A.  T.  &  T.  Co.  to  Commission 

{See  also  Four  and  One-half  Per  Cent. 

OF  Gross  Earnings)   (Bemis)   1627-1630 

Return   on   property   built   out   of   earnings 

(Bemis)    1437 

Return  on  surplus  (Bemis)    1420,  1727 

Segregation  of   Boston   for  rate-making 

purposes    (Bemis)    1585 

Unearned  increments  (Bemis)    1420.  1728-1731 

MATERIAL 

See  also  Supplies. 

Allowance  for  change  of  price  of  (Bemis)    .  .  .    1499 
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MATERIAL— Continued 

Increase  in  prices  of   (  Fjethell )     1347 

(Gillette)    568 

(Swope)    823 

Purchased    during    year    apportioned    between 
construction   and   expense;   Exhibit   5-0.  .  .  .    1401 

MAURAN,  FRANK 

Called    97 

MERGERS 

See  Purchases. 

MESSAGES 
In  General 

Business,  more  numerous   (Bemis)    1515 

Character  of,  as  showing  inter-relation  of  com- 
munities   (Sylvan) 1283 

Per    line    reduced    by    measured    service    rates 
(Bethell)    '. 1385 

Traced  over  exchange  and  toll  systems 

(Hayward)     .  . . 709 

(Syl'van)    .1258,  1259 

Local 

Number  of   local   messages   in   Harrisburg  per 

month    requested    (Tone) 1274 

Peg  count  of  ;  Exhibit  5-N 1401 

Toll 

Traced    to    show    inter-relation    of    rural    com- 
munities to  large  cities  (Sylvan) 1283 

MESSAGE  RATES 

Sec  Rates;  Exchange;  Message. 

METALLIC  CIRCUITS 

See  Circuits. 

MILEAGE 

Of  wire  in  Pennsylvania  (Hayward) 45 

MILEAGE  RATES 

See  Rates;  Mileage. 

MONEY 

See  Capital,  also  Cost  of  Moxev. 
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MONOPOLY 

Allowed  because  beneficial   (  ilemis  ) 1711 

As  affecting  A.  T.  &  T.  Go's  right  to  charge  for 

services  on  basis  of  their  value  (  Bemisj ....  1710 
Bell  Telephone  Company  a  natural 

(  F'.cmis  )    ' 1582,  1710-1712 

(Wallace)    1147 

{  Whitten  )    1482 

Control  and  development  of  Western  Electric 
Co.    l)y    the    Bell    Co.    in    order    to    obtain 

(Johnson)     829 

Degrees  of  (  Whitten  ) 1481 

Prevalent  under  re3,ulation    (  Bemis  ) 1711 

(Whitten)    1469 

Rates  of.  analogous  to  taxation  (  Bemis  ) 1582 

Telephone  business  a  natural  (AX'hitten ) 1482 

Tends  to  stifle  technical  development  (Johnson  )    1702 
Virtual  and  legal   (\Miitten  ) 1480 

MOORE,  E. 

Called    130 

MULTI-PARTY  LINES 

Sec  Lines  :  Party. 

MULTIPLE 

Described  (Hayward)   717 

MUNICIPALITIES 

'"."onduits,  use  of  (Hayward) rO 

Payments  to.  for  rights-of-way  (  Hayward). 59.       60 
Should  have  local  option  of  owning  utilities 

(Bemis)     1776 

MUTUAL  COMPANIES 

Rates  of,  lower  than  Bell  rates   (  Trax) 968 

NASHVILLE  ELECTRIC  LIGHT  COMPANY 

History  of  development  of  (^ Paine j 1106 

NATIONAL  BANKS 

Conditions  under  which  operated,  as  compared 

with  telephone  companies  (  Addinsell) ..  1178-1180 
Earnings  and  ilividends  of  (Addinsell) ..  1178.  1180 
Number  of  failures  of   (Addinsell) 1181 
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NATURAL  DEPRECIATION 

See  Depreciation;  Natural. 
NEBRASKA 

Lincoln   property   segregated   in    Lincoln    Rate 

Case    (Anderson  ) 1783 

State-wide    (  Remis  ) 15S7 

NET  EARNINGS 

see  Earxixgs. 
NEVADA 

State-wide    (  Bemis  ) 1587 

NEW  JERSEY 

Acceptance  of  2y2%  for  cost  of  ors^anization 
and  development    (  Hayward  ) 251 

Cost  of  setting  poles  probably  less  than  in 
Pennsylvania   (Gillette)   586 

Decision  in  Camden  Case  on  state-wide  • 

(Remis)     1587 

Decision  in  Passaic  Gas  Case  (Remis  ) 1588 

Gas  rates  uniform  (Remis ) 1512 

Going  concern  value,  method  of  estimating  in 
Camden  Case  (Hayward) 275 

Percentage  allowed  for  going  concern  value 
(Hayward )  279 

Prof.  Humphrey's  constructit)n  period  not 
approved  by  New  Jersey  Commission  (Hay- 
ward)       273 

Ruling,  8%  proper  return  for  tv.dephone  plant 
(Hayward)   260 

Treatment  of  Remis'  recommendations  in  Pas- 
saic Gas  Case  (Remis  ) 1638,  1674 

3%  allowance  for  omissions  in  couiU  (Hay- 
ward)         67 

NEW  YORK 

Remis'  recommendations  and  decision  in 
Schenectady  Street  Railway  Case  (Remis)..    1774 

Decision  in  Kings  County  Gas  Case  on  incre- 
ments in  land  values  and  paving  over  con- 
duits   (  Hayward )    791 

(Alarye)    793 
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NEW   ^ORK—Cnutinned 

Decisions  in  Kings  County  Lighting  Case 

(r.emis)   \ 1436,  1538 

(  Whitten  )     1461 

NEW  YORK  CENTRAL  RAILROAD 

I\etin-n  on  investment  in,  past  and  present 
(Bemis)     1429 

NEW  YORK  UNIT 

Uf  Eastern  Group;  territory  covered  (Swayze)     453 

NORRIS,  L.  C. 

Called    120 

NORTH  PENNSYLVANIA  TELEPHONE  COMPANY 

Merger  of  (Trax) 957 

NORTHERN  PACIFIC 

Rolling   stock,   method   of   appraisal   based   on 
book  value  (Gillette) 564 

OBSOLESCENCE 

See  Depreciation  ;  Functional. 

OKLAHOMA 

Oklahoma   Rate   Case,   percentage  estimate  of 
going  concern  value  ( Hayward  ) 275 

Pioneer  Tel.  &  Tel.  Co.  v.  Westenhaver 

(Bemis)    1589 

OMISSIONS 

See  Contingencies  and  Omissions. 

OPERATING  COMPANIES 

Control  of.  by  A.  T.  &  T.  Co.  (Sterrett) 1161 

(Swope)    806 

(Trax)   1302 

Development   of    Western    Electric    Company's 

supply  contracts  with  (Swope) 807 

In  Pennsylvania  in  early  years  (Sylvan) 1245 

(Trax) 955,  956 

Reasons  for  consolidation  of  (Sylvan) 1246 

(Trax)   963 
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OPERATING  EXPENSES 

See  Expenses. 

OPERATING  RATIO 

Average,  1885-1913  (Trax) 1312 

OPERATORS 

"A"  and  "B,"  defined  (Hay ward) 721 

Requirements  as  to  reach  (Hay ward) 718 

Wages  of,  increased  (Bethel!) 1345 

OPERATOR'S  SET 

Described    (Hayward) 715,     716 

ORDINANCES 

Sec  Franchises. 

ORGANIZATION 

Exhibit  OO,  chart  of  the  Company  organiza- 
tion explained  (Trax)    973 

Relation  of  The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central  District  Tele- 
phone Company  (Swayze ) 296 

(Trax)   962 

Territorial  and  functional  forms  of,  explained 
(Trax)    974 

ORGANIZATION  AND  DEVELOPMENT 

See  Going  Concern  Value;  Replacement 
Method. 

"OTHER  PLANT  ASSETS" 

Defined  ( Hayward )   17 

OVERHEAD  CHARGES 

Actual  cost  best  basis  for  (Whitten) 1459 

Allowance  for  incorrect  charging  of,  made  in 

Chicago    Investigation    (Bemis  ) 1498,  1499 

Analysis  of  direct  and  overhead  charges ;  Ex- 
hibit 4-M  filed  (Paine) 1124 

Apportioned  between  States  (Hayward) 484 

Certain  overhead  construction  charges  have 
been  charged  to  operating  expenses  (Gillette)     594 

Checked    (Gillette) 593 

Defined,  as  to  application  to  land  (Bemis) ....    16(X) 
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OVERHEAD   CHARGES- (V;;;//////a/ 

Distributed  to  each  class  of  plant  (  Gillette) .  595,     659 
Effect   of    replacement    \alue   new    method    on 

(Remis)     1423 

Generally  misunderstood  \)\  the  public  (  Cooleyj     899 

Items  included  by  (Whitten  ) 1476 

Items  properly  chargeable  to  construction,  car- 
ried as  expense  (Whitten  ) 1478 

Method  of  determining  reproduction  value  of, 

used  in  this  case   (Whitten  ) 1476,   1477 

Not  included  in  cost  of  land  (  Bemis ) 1599-1603 

Obtainable   in   most   companies    for   two   years 

back    (  Whitten  ) 1477 

Percentage   of.  to   direct   construction   charges 

(Gillette)   594 

Reasonable  amount  included  in  appraisal   (Gil- 
lette)         595 

To  construction  explained  (Cooley  ) 891 

Usually  allowed  in  reproduction  method 

( Bemis  )    1744 

OWEN,  A.  M. 

Called   138 

PAINE,  FRANCIS  B.  H. 

Called   1012 

PARTY  LINES 

Sec  Lines;  Partv. 

PATENTS 

See  also  Four  and  One-half  Per  Cent,  of 
Gross  Earnings  and  \\estern  Electric  Co. 

Cost  and  value  of  (Bemis  ) 1707 

Early    ( Bemis) 1644 

History   (Bemis) 1657-1661 

Licenses    granted    to    operating    companies    to 

use,  for  short  terms  (Bemis) 1657-1661 

Litigation  in  early  years  (Bemis) 1646 

(Swope) 809 

Owned  by  Western  Electric  Co.  (Swope) 812 

Payment  for  use  of.  with  stock  bonuses  (Bemis  i    1504 
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PATENTS — Continued 

Period  covered  by  Bell  patent  (Bemis) 1661 

Per  station  value  of  (Bemis) 1501 

Pupin  coil  only  valuable  (Bemis  ) 1502 

Royalties  on,  paid  to  A.  T.  &  T.  Co.  (Trax) .  .  1302 
Stock  issued  to  A.  T.  &  T.  Co.  for  license  to 

use;  amortization  thereof  (Trax)    1304 

Taken  out  by  Western  Electric  Co.  (Swope) .  .  808 

PAVING 

Capitalization  of  pavins^  laid  subsequent  to 
mains  and  conduits,  how  treated   (Bemis) 

1434,  1498 
Decision  in  Cedar  Rapids  Gas  Case  (Bemis).  .  1544 
Decision  in  Consolidated  Gas  Case  (Marye)..      793 

PENNSYLVANIA  AND  NEW  YORK  TELEPHONE  AND 
TELEGRAPH  COMPANY 

Purchase  of   (Trax) 960 

PENNSYLVANIA  TELEPHONE  COMPANY 

Merger  of   (Trax) 958 

PENNSYLVANIA  RAILROAD 

Dividends    paid    and    market    value    of    stock 

(Sterrett)    1150 

Financing  by  bonds,  reason  for  (Robb) 1227 

Return  on  investment  in.  past  and  present 

(Bemis)     1429 

PENSIONS 

2%    of    pay-roll    goes    into    the    benefit    fund 
(Swayze)    599 

PHANTOM  CIRCUIT 

See  Circuits. 

PHILADELPHIA 

See  Buildings,  also  Land. 

Testimony  bearing  on  land  in  (Mauran) 98 

PHILADELPHIA  UNIT 

Of  Eastern  (iroup;  territory  covered  (Swayze)     453 
Organization  chart  of;  Exhibit  OO  filed 507 
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PHYSICAL  PROPERTY 

See  also  Plant 

Inventory 
Appraisal 
Book  Values. 
Mr.  Hayward's  replacement  value  of,  accepted 
by  Mr.  Paine  except  as  to  liability  insurance 

(Paine)    1065,  1067 

Must  be  supplemented  by  going  concern  value 
(Swayze)    247 

PITTSBURGH 

Intervenes    (Gordon) 1717 

(Robinson)    1415 

Testimony  bearing  on  land  in  (George) 76-96 

PITTSBURGH  CHAMBER  OF  COMMERCE 

Case  included  in  hearing 175 

Case  opened   (Gordon)    1411 

Company's  position   as   to   complaint  of 

(Marye)    1794 

Complaint    as    to    Allegheny    County    rates    to 

follow  this  case  (Gordon)    1413 

Data  to  be  furnished  by  Company  (Gordon)..  1794 

Power  of,  to  represent  City  (Pennypacker) .  .  1792 
Proper  procedure  to  accomplish  segregation 

(Gordon)    1793 

Status  of  complaint  of    1791-1796 

PLANT 

See  also  Inventory 
Appraisal 
Depreciation,  etc. 

In  General 

Average  age  of,  how  determined  (Gillette)  ....  544 
Built    out    of    earnings,    right    to    return    on 

(Bemis)    1437 

(Cooley)    933-936 

(Gillette)    650 

(Marye)   672,  677,     795 

(Sterrett)    1162 
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PLANT  , f     - 

In   General — Continued 

Charges  and  credits  to  (Hay ward) 482,  726 

(Marye)    575 

(Wiley)    443,  457 

Construction  in  process  as  percentage  of  total 

(Bemis)  1621 

Defined  (Hayward)    17 

Economy  of  providing  spare  plant   for   future 

use  (Hayward)   312.  321 

Method  of  counting  (Hayward) 12 

Not    used    in    operations    is    included    in    total 

valuation  (Hayward)    309 

Of    Connecting    Companies    not    duplicated    by 

Bell  Company  (Sylvan)   1253 

Percentage    of    certain    items    held    for    future 

use  (Hayward)    310 

Photographs  of.  Exhibit  ZZ-1  filed 798 

Return  on.  not  used  in  operations  (Bemis) ....  1547 
Units  of :  Exhibit  A  filed  and  explained 

(  Hayward  )     13,   14 

Exchange 

Not  distinct  from  toll  plant  (Sylvan) 1248 

Rebuilding  of,   due  to  change   from  grounded 

to  metallic  circuits  (Bethell )    1346 

Tall 

Dependent     upon     proper     terminal     facilities 

(Sylvan)    1247 

Not  distinct   from  exchange   plant    (  Svlvan)  .  .    1248 
Pole     lines     of,     used     by     exchange     system 

(Sylvan) '.....    1269 

Relation  to  station  growth  (  Hayward) 269 

Separated   for  purpose  of  estimating  deprecia- 
tion  (Hayward)    344 

POLES 

In  General 

Book  value  too  low  on  poles  (  Gillette) 566 

Method   of   delivery   by   \\'estern   Electric    Co. 
(Swope)    849 
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POLES 

In  General — Continued 

Not  purchased  in  large  quantities   (Gillette)..     569 
Of     toll     system     used     for     exchange     lines 

(Sylvan)    1269 

Percentage  of,  held  for  future  use  (Hayward)     311 
Rights,  see  Four  and  One-half   Per  Cent. 

OF  Gross  Earnings. 
Service  value  of  well  maintained  pole  equal  to 

replacement  value  new  (Gillette)   562 

System  of  numbering  (Hayward) 240,     241 

Weighted  average  used   in  dividing  pole  lines 

(Bemis)    1765 

Accounts 

Defined  (Hayward)    36,  37 

How  kept  (Hayward)    478-481 

Inevitable  inaccuracy  of  (Gillette)   559 

Method    of    estimating   original    cost    of    poles 

displaced  (Hayward)    478,  481 

Pole  account  as  shown  on  auditor's  books  less 

than  original  cost  (Gillette)    655 

Appraisal 

Basis  of  (Hayward)    41 

Difficulty  of  (Gillette)   567 

Method  of  (Hayward)    36,  37 

Contingencies  and  Omissions 

Estimated  ( Paine)    1032 

Loss    and    breakage    of    poles    in    construction 

(Paine)     1033 

Possibility  of  omitting  poles   (Hayward) 238 

Probability  of  duplication  eliminated  by  system 

of  numbering   (Hayward)     239 

(Paine)    1030 

Cost 

IN  GENERAL 

Average  cost  in  Pennsylvania ;  Exhibit  VV  filed 
and  explained   (Gillette) 581 
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POLES 
Cost 

IN  GENERAL— Continued 

Estimated    cost    of    poles,    total    and    average 

(Hayward)    38,       40 

Excess  of  appraisal  value  above  original  cost 

(Hayward)    37 

Impossible  to   keep  separate  record  for  each 

pole  (Hayward)    479 

Impracticable  to  keep  separate  record  of  origi- 
nal cost  of  each  pole  (Hayward) 479 

Increase    (Hayward) 38 

Method  of  checking  miit  cost  (Gillette) 585 

Method  of  estimating  original  cost  of  poles  dis- 
placed   (Hayward) 478,     481 

Method  of  estimating  unit  cost  (Hayward).  .  .      583 
Mr.  Hay  ward's  unit  cost  7%  too  low  (Gillette)     585 

SETTING 

Cheaper   labor    necessitates   greater    inspection 

cost  (Gillette) 590 

Isolated  poles    (Hayward) 40 

Probably  less  in  New  Jersey  than  in   Pennsyl- 
vania  (Gillette) 586 

Depreciation 

Average  life  (Hayward) 39.  362 

Functional   depreciation   of,   due   to   public   re- 
quirements (Gillette) 619 

(Hayward)    780 

Method  of  estimating   (Bemis)    1566 

Method    of    estimating    average    life    of    poles 

(Hayward) 333 

No  salvage  on  poles  (Hayward) 362,  7S3 

Percentage   (Gillette) 562 

Deterioration  of 

Deterioration  estimated  (Hayward) 362 

Inventory 

Efficient    (Gillette) 551 

Maps  used  in  inventory  of  poles  and  open  wire 
(Paine)    1031 
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POLES 

Inventory — Continued 

Method  of  (  Hayward) 15,       36 

(Paine)   1029 

Prices 

Bining  in  small  quantities  brings  down  average 

price  of  poles   (Gillette) 589 

Increase  in    (Gillette) 586 

(Hayward)    38,       40 

Replacement  of  entire  pole  plant  in  four  years 
would  force  prices  upward  (Gillette) 588 

POLE  YARDS 

Of    Western    Electric    Co.,    locations   of 

(Swope)    836 

POPULATION 

Character    of,    and    telephone    development    by 
States ;  Exhibit  3-L  filed  and  explained 
(Hayward)    884 

Curves  of.  and  station  development,  1884-1914; 
Exhibit   3-1   filed  and  explained 
(Hayward)    870,  871 

Estimate  of  future  population  and  development 
in  Pennsylvania  ;  Exhibit  3-J  filed 875 

Statement  of  population,  stations,  etc.  in  Penn- 
sylvania. 1884-1913  ;  Exhibit  3-K  filed 878 

Use   of   telephone   varies    with   character   of 

(Bemis)    1579 

PORTER,  H.  HOBART 

Called  1187 

PRELIMINARY  INVESTIGATION 

Cost    of,    an    element    of    property    valuation 
(  Cooley  )    ' 890,  900 

PREMIUMS  ON  CAPITAL  STOCK 

How  carried   (  Trax  ) 1317 

PRESENT  VALUE 

See  Structural  \^alue. 
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PRICES 

For  application    to   particular  items,   see  such 
items. 

Increase  in  (Gillette)    568,  580,  654 

(Swope)     823 

Reduction  of.  by  improved  design  or  methods 
of  manufacture  (Swope) 817,     821 

Replacements    at    increasing-    prices    have    de- 
creased book  value  below  original  cost 
(Gillette)    624 

Saving  to  Bell  companies  through  price  reduc- 
tions by  Western  Electric  Co.   (Swope)....     826 

Tendency     to     lower,     A\'estern     Electric    Co. 
(Swope)  828,    829 

To    Bell   companies   lower   than    to   other   cus- 
tomers  (Swope)    826 

Used  in  recent  estimates,  checked  with  Western 
Electric  Co.  prices  (Paine)    1052 

PRIVATE  BRANCH  EXCHANGES 

Charges  to  Private  Branch  Exchange  account 

(Hayward)    34 

Contingencies  and  omissions  (Paine) 1028 

Defined  and  classified  (Hayward) 33 

Method  of  appraisal  (Hayward) 34 

Number  of   (Hayward) 33 

PROFIT 

Sec  also  Return. 
In  General 

Adjusted    (Bemis) 1620.  1626 

A.  T.  &  T.  Co.'s,  analysis  of  (Bemis) 1626 

Computed  on  cost  basis  instead  of  reproduction 

(Bemis)     1617 

Early    (Bemis) 1621 

Elements  of  fair  retiu-n.  interest  and  profit 

(Gillette)    528 

Exhibit  Bemis  7- explained  (  Piemis) 1617 

Exhibit  Bemis  9  explained  (Bemis) 1621 

Exhibit  Bemis  11  explained  (Bemis) 1624 

Exhibit  Bemis  12  explained  (Bemis) 1626 
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PROFIT 

In  General — Continued 

Jncreasing   (Bemis) 1626 

On  different  bases   (Bemis) 1625,  1626 

Risk    (Bemis) 1653 

10%  of  gross  revenue  exclusive  of  interest,  fair 
(Gillette)  529 

General  Contractor's 

Allowed    where    no    contractor    was    employed 

(Cooley)   893 

Element  of  property  valuation  (Cooley) 892 

No  allowance  made  for  (  Paine) 1077 

Sometimes  a  percentage  of  cost  (  Cooley ) 892 

Western  Electric  Company's 

]\lethod  of  increasing  ( Swope) 820 

On   improved   repeating  coil   less   than   on   old 

coil  ( Swope)    822 

On  supply  contracts  (Swope) 844,  845 

PROMOTER 

American    Telephone    &    Telegraph    Company 
has  been  the  (Paine) 1093 

Need  for  (Paine) 1093 

(Porter)    1193 

Speculative  value  as  an  inducement  to.  elimi- 
nated by  commission  regulation  (Paine) ....    1097 

PROMOTER'S  REMUNERATION 

Generally    (Bemis) 1439,  1499 

(Cooley)  916 

(Paine)  1093 

(Porter)  1193 

(Robb)  1229 

Allowed  by  State  commissions  (Porter) 1195 

Capital  charge  (Porter)    1193 

(Robb)   1229 

Certain  types  of  promotion  an  expense 

(Bemis)     1439 

Distinct  from  cost  of  money  (Porter) 1195 

(Robb)   1229 
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PROMOTER'S  REMUNERATION— Co;^^/l^^l^(i 
Distinct   from  return  on   investment 

(Porter)    1194.  1195 

(Robb)    1229 

Effect  of  cost  theory  on  allowance  for  (Bemis)  1439 
Element  of  property  valuation  (Cooley) .  .  .  .  893 
For    rehabilitation    as    well    as    organization 

(Porter)    1195 

History  of  development  of  Binghamton  Light, 

Heat  and  Power  Company  (Paine) 1108 

History  of  development  of  Nashville  Electric 

Light  Company  (Paine)   1106 

In  proportion  to  value  of  property   (Paine), 

1095,  1096 
Interstate    Commerce    Commission    ruling   on 

(Bemis)    1439 

In  this  Company  (Bemis)    1439 

Necessary  in  order  to  obtain  money  (Paine) .  1096 
Rate  of  5%  based  on  experience  (Paine) ....    1094 

PROPERTY 

See  also  Plant 

Return  ;  Basis  of 
Appraised  Valuation 
Book  Value. 
Amount  of,  acquired  from  various  sources 

(Bemis)     1540 

Classification  of  (Hay ward) 17 

Division  of,  between  toll  and  exchange  traffic 

impossible  (Sylvan)   1260 

Earning  capacity   of,   a   consideration   in   rate 

making  (Swayze) 4 

Not   used   in   operations,   propriety   of   includ- 
ing in  valuation   (Bemis)    1547 

(Paine)    1068 

Of    companies    purchased    entered    on    books 

without  change  (Wiley) 449 

Original  cost  of,  a  consideration  (Swayze).  .  .  4 
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PRO-RATE 

See  also  Apportionment. 

Of  tolls  received  from  A.  T.  &  T.  Co.  in  certain 

cases    (Sylvan)    12^2 

(Trax)    1303 

PROTECTOR 

Apparatus   described    (Hayward) 710.     722 

PUBLIC  REQUIREMENTS 

See  also  Depreciation  ;  Functional. 

Cost  of  replacing  conduit  to  meet  public 
requirements  ordinarily  paid  by  Telephone 
Company  ( Gillette ) 628 

Depreciation  of  conduits  due  to   (Gillette) .  .  .     627 

Functional  depreciation  in  poles  due  to 

(Gillette)    619 

(Hayward)     7S0 

Underground  construction  occasionally  neces- 
sitated by  (  Hayward) 743 

PUBLIC  UTILITIES 
In  General 

Civic  pride  rather  than  profit,  the  motive  for 
first  investments  (Paine) 1103 

Commission  regulation  increased  risk  and  led 
to  formation  of  holding  companies  (Paine) .    1105 

Disadvantages  of,  in  the  money  market 

(Addinsell)    ' 1172 

Earnings  limited  by  regulation  (Marye) 1233 

(Porter)...  1198.  1202 

Earnings  statements  of  25  representative ;  Ex- 
hibit 4-0  filed  (Addinsell) 1171,  1172 

New  York  State,  small  inflow  of  capital  into 
(Porter)    1200.  1201 

Originally  responsible  for  hostile  attitude  of 
public   (Cooley ) 942 

Present  actual  returns  of.  too  low  (Cooley) ....     940 

Risks  less  in  gas  than  in  telephone  business 
(Porter) 1203 

Risks  of  investments  in.  enumerated  (Porter).    1190 

Standing  of.  in  Massachusetts  (Paine) 1112 
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PUBLIC  VTILITIES— Continued 
Development  of 

Generally  ( Paine)   1 102-1 109 

Consolidation     necessary     to     attract     capital 

(Paine)   1105 

History  of  Binghamton  Light,  Heat  and  Power 

Company  ( Paine) 1 108 

History  of  development  of  Nashville  Electric 

Light  Company  (Paine) 1106 

Rapid  growth  necessitated  aid  of  bankers  and 

promoters    (Paine) 1103 

PUGET  SOUND  ELECTRIC  COMPANY 

Result  of  restricting  rate  of  return  to  7% 
(Cillette)    531 

PUPIN,  PROFESSOR 

Inventor  of  loading  coil  (Hay ward) 751,     752 

PURCHASES  AND  MERGERS 

Constitutional  provisions  in  Pennsylvania  con- 
cerning ( Sterrett ) 1 145 

Exhibit  MM,  purchases  and  mergers  of  prede- 
cessors of  The  Bell  Tel.  Co.  of  Pennsylvania 
explained  (Trax)    955 

Of  Central  Pennsylvania  Telephone  and  Supply 
Company    (Trax) 957 

Of  companies,  purpose  of  (Trax) 963,     964 

Of  Hudson  River  Telephone  Company  (Trax) .     958 

Of  non-competing  companies  as  aid  in  develop- 
ment (Sylvan) 1254 

Of  North  Pennsylvania  Telephone  Company 
(Trax)   957 

Of  other  companies  by  The  Central  District 
Telephone  Company ;  Exhibit  NN  explained 
(Trax)   972 

Of  rural  lines  for  protection  of  service  (Trax) 

967,    969 

Of  The  Delaware  and  Atlantic  Telegraph  and 
Telephone  Company  of  Pennsylvania  (Trax) 

958,     959 
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PURCHASES  AND  MERGERS— Continued 

Of  The  Pennsylvania  and  New  York  Telephone 
and  Telegraph  Company  (Trax  ) 960 

Of  The  Pennsylvania  Telephone  Company 
(Trax)   958 

Property  entered  on  books  without  charge 
(Wiley)  449 

The  Bell  of  Pennsylvania,  chart  showing;  Ex- 
hibit MM  filed 506 

The  Central  District  Telephone  Company,  chart 
showing ;  Exhibit  NN  filed 506 

Total  capitalization  of  companies  not  increased 
by    (Trax) 963 

QUALIFIED  TOLL  LINE  SERVICE  AGREEMENT 

Explanation  and  history  of  (Sylvan) 1278 

RATES 

For  rate  of  return,  see  Return;  Rate  of. 

In  General 

Commission    has    no    jurisdiction    over    rates 

charged  in  past  ( Swayze)   683 

Complaints  as  to  (Bethell)    1369 

Contracts  at  old  rates  still  in  efifect   (Bethell) 

1374.  1378 

Division  of,  important  (Bemis)    1491 

Fairness     of     existing,     must     be     determined 

( Swayze)     3 

Gas,  vary  with  communities  (Bemis)    1512 

Increase  in,  never  recommended   (Bemis)....    1775 
Independents',  lower  than   Bell   in   competing 

territories    (Bemis)     1665 

Local  conditions  as  afifecting  (Bemis)    1550 

Lx)wered  only  upon  complaint 

(Bemis)   1549.  1557,  1581 

No  absolute  principle  governing   (Bemis)....    1519 
Noncompensatory,    found   in   all   large   utilities 

(Bemis)    1514 

Of  a  monopoly,   like   taxation    (Bemis) 1582 

Primary   responsibility    for    (Bemis)    1519 


Index  to  Testimony.  cix 

RATES 

In  General — Continued 

Proper,  a  matter  of  judgment  (Bemis)    1521 

Psychology  of  (Bemis)    1517,  1519,  1549 

Railroad,  approaching  cost  basis   (Bemis)....    1512 
Reductions   should   be   made   where   largest 

profits  are  made  (Bemis)    1510 

Relation  to  value  of  service  (Bemis)   1517 

(Bethell)    1373 

Stability  of,  not  insured  by  original  cost  method 

(Whitten) 1486 

Study   necessary   to   a    determination    of    rates 

for  Pittsburgh  (Bemis)    1569 

Uniform,  for  Bell  and  Independents   (Bemis)   1665 
\\'hen  proper  for  the  company  as  a  whole, 

should  not  be  radically  readjusted  to  a  level 

(Bemis)    ' 1510 

Which   lowered   as   a   result  of   present  excess 

return   (Bemis )    1557 

Exchange 

IX  GENERAL 

Adjusted  to  meet  competition   (Bethell) 1376 

As  affecting  development  (Bethell) 1341,  1365 

BASIS  OF 

Average      earnings      per      telephone      sought 

(Bethell)    1370 

Basis  of  Company's  rates   (Bemis)    1573 

Common   sense  method   of  making    (Bethell) 

1342,  1343 
Cost  in  general,   an  element   to  be   considered 

(Bethell)    1341,  1342 

Cost  of  service  as  a  basis  (Bemis)   1571 

Cost  of  service  in  individual  localities  not  the 

proper  basis  of    (Bethel!)    1356.  1357 

(Gillette)    652 

(Sylvan)    1286,  1295 

Data     used     in     rate     making;     Exhibit     5-K 
(Bethell)    1353 
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RATES 
Exchange 

BASIS  OF— Continued 

Equalization  of,  in  similar  localities   (Swayze)          2 
Extra    equipment,    relation    to    cost    of    service 

rendered   (Bethell)    1385,  1387 

Fixed  by  Directors  (Bethell)    1381 

In  early  days,  how  made  (Bethell) 1335.  1341 

Influenced  by  population,  character  of  popula- 
tion, area,  etc.  ( Bethell) 1354 

Must  be  fixed  on  value  of  property   (.Swayze) .  .682 

No  formula  for  ( Bethell )    1357 

No  single  rate  a  basic  standard  ( Bethell) 1370 

(Jrigin  in  instrument  rental   (Bethell) 1335 

Too  high  or  too  low,  efifect  of  (Bethell) 1342 

\  arious      considerations      involved      in      fixing 

(Bethell)    1370 

What  the  traffic  will  bear  (Bethell) 

1342,  1343,  1357,  1375,  1385 
CLASSIFICATION  OF  RATES 

Business  and  residence,  inception  of  (Bethell) 

1338,  1339 
Business  and  residence,  reason  for  (Bemis  ) ....  1515 
Business    rates   cut    in    Chicago    because    more 

profitable  than  residence  (  Bemis) 1524 

Inception  of  party  line  rates  (Bethell) 1337 

None  in  early  days  (Bethell) 1336 

Proper,  efifect  on  service  (Bethell) 1338 

CLASSIFICATION  OF  COMMUNITIES  AS  TO 

Basis  of  (  Bethell) 1353,  1354.  1355.  1358 

Burden  of  return  upon  investment  distributed 

between  communities  (  Bethell)    1357 

Cheap    city    service    should    profit    by    possible 

reductions   (Bemis)    1516 

Frequent  changes  in,  necessarv  (  Bethell) .  1358.   1368 

How  far  possible  (  Bemis  ) 1513 

In  Class  A  (  Bethell)    1355 

No  complaints  as  to  (Bethell) 1369 

Not  an  exact  method  (Bemis) 1550 
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RATES 

Exchange 

CLASSIFICATION  OF  COMMUNITIES  AS  TO 
— Continued 

Scranton     as     a     Class     A     town,     explained 

(Bethell)    1353 

Small  community  rates  as  high  as  possible  with- 
out arresting  development  (Sylvan) 1295 

Use  varies  with  character  of  population 

(Bemis)    1579 

Value  of  service  (Bemis) 1517 

CHANGES  IN 

Average  per  station   decreasing    (Bethell)....    1349 
Change    from    grounded    to    metallic    circuits 

accompanied  by  raise  in   (Bethell) .  .  .  .1336,   1347 
Changes    to   higher   grades   of    service    conse- 
quent upon  reductions  in  rates   (Bethell)..      1345 
Compared    with    changes    in    cost    of    living 

(Bethell)     1352 

Frequently  increased   after   purchase   of  rural 

lines    (Trax)    970 

How  put  into  operation    (Bethell) 1368 

In  Altoona   (Bethell)    1336,  1347 

In  Pittsburgh   (Bethell)    1367 

Rebuilding  necessary  after  changes  in  rates  at 
Scranton   (Bethell)   1353 

DEVELOPMENT 

Afifected  by    (Bemis) 1510 

( Bethell)    1360,  1385.  1386 

(Sylvan)    1295 

Present  schedule  of,  effect  on  development  in 
Pittsburgh    (Bethell)    1379 

FARM  LINES 

Not  always  remunerative   (Sylvan) 1286 

Of  mutual  and  rural  line  companies  lower  than 

Bell  (Trax)    968 

Rates  under  rural  ])lan  (Sylvan) 1255 
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RATES 

Exchange — Continued 
FLAT 

Arrest  development  in  large  places  (Bethell).    1361 

Business,  in  Chicago  (Bemis) 1525 

Evils  of,   illustrated    (Bethell) 1380 

Higher  than  message   (Sylvan) 1266 

Reason   for.    for   residence   service   and   small 
community  service    (Bethell) 1360,  1362 

MESSAGE 

Bad  effect  if  appHed  to  residence  service  and 
small  community  service  (Bethell) ....  1360,  1362 

Desirability  of   (Bethell) 1359,  1361 

Effect  on  number  of  calls  used  (Bethell)....    1385 
For  business  service  in  Philadelphia  and  Pitts- 
burgh  (Bethell)    1358 

Improve  service   (Sylvan) 1266 

Influence   on   telephone   development   in   New 

York  City  (Bethell) 1333 

Readiness  to  serve  an  element  to  be  considered 
(Bethell)  1359 

SCHEDULES 

Adopted  in   1909.  in  effect  all  over  the  State 

(Bethell)    1374 

Chicago,  lower  than  Philadelphia  and  Pittsburgh 

(Bemis)    1507 

Class  A  (Bethell) 1354 

Pittsburgh  rates  attacked  (Gordon) 1411 

Steps  in  present,  between  classifications 

(Bethell)     1339 

Mileage 

Basis  of  (Bethell) 1372 

Disappearing  with  development  (Bethell) ....    1372 

RATES 
Toll 

How  affected  by  competition  (Bethell) 1340 

Inception  of   (Bethell) 1339 

Mileage  basis   for  pro-rating  of  charge 

(Sylvan)    1291,  1292 
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RATES 

Toll — Continued 

Must  bring  traffic  (Bethell) 1340 

Originally  based  on  route  mileage  (Bethell) . .  .    1340 

(Sylvan)  . . .   1247 
Present  basis  partly  on  route  and  partly  on  air 

line  mileage   (Sylvan) 1269 

Present,   improper    (Bethell) 1341 

Proposed  basis  to  be  air  line  (Sylvan) 1269 

Tendency     to     eliminate,     between     exchanges 

(Hayward)    882 

Toll  and  local,  a  matter  of  classification  only 
(Bethell) 1367 

READING 

Testimony  bearing  on  property  at  (Luppold)  .  .      134 
READINESS  TO  SERVE 

Cost  of,  as  affecting  rates  (Bethell) 1359 

REAL  ESTATE 

See  Land,  also  Buildings. 
RECEIPTS 

From  all  sources  compared  with  total  expen- 
ditures, 1885-1913   (Trax) 1326 

RECEIVER  (Telephone) 

Efficiency  of    (Hayward) 31 

Ownership  of  (Hayward) 29 

Sale  of  (Bemis) 1500 

RECORD 

Printed  copy  of,  promised  Mr.  Gordon  (Marye)  1681 
RECORDS 

Incomplete  prior  to  1885  (Gillette) 641 

Plant,  kept  by  geographical  divisions 

(Hayward)    480 

Subsidiary,  not  always  available  (\\'iley) 458 

Use  in  inventory  of  (Hayward) 27,  51,       59 

REGULATION 

See  Commission  Regulation. 
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RE-INVESTMENT  OF  DIVIDENDS 

See  Going  Concern  Value;  Methods  of  Esti- 
mating;  Wisconsin   Method;   also,   Divi- 
dends. 
RELAY 

Described   (Hayward) 717 

RENTAL 

Of  building  space  to  outside  parties 

(Hayward)    219,  314,  403 

Of  telephones  former  basis  of  rates  (Bethell)  .    1333 

REPAIRS 

Defined  (Gillette)    616 

Made  by  Western  Electric  Co.  (Swope) 845 

REPEATING  COIL 

Charges    and    credits    in    replacing    explained 

(Hayward)    868 

Described  (Hayward) 715 

Development  of  (Hayward) 720,     724 

Profit  on  new  coil  less  than  old  coil  (Swope)  .  .     822 
Selling  price  of.  reduced  through  improvements 
in  design  ( Swope) 821 

REPLACEMENT  VALUE  NEW 

See    Appraised    Valuation,     also     Return; 
Basis  of. 
REPLACEMENTS 

See  Depreciation. 

REPLACEMENT  RESERVES 

See  Depreciation  Reserve. 
REPRODUCTION  COST 

See  Api'Raised  A'aluation. 

RESERVE  FOR  ACCRUED  DEPRECIATION 

See  Depreciation  ;  Reserve, 

RESERVE  FOR  CONTINGENCIES 

Defined   ( Trax)    976,     977 

RESISTANCE  COIL 

Described   (Hayward)    716 


Index  to  Testimony.  cxv 

RETURN 
Basis  of 

See  also  Going  Concern  Value;  also,  Land; 
Increments. 

Advances  in  art  as  affecting  original  cost  theory 
results    ( W'hitten  ) 1484 

Always  less  than  cost  of  property    (Bemis) 

1721-1723 

Bond  discount,  cost  of  money,  and  promoter's 
remuneration  to  be  included  in   (Addinsell) .    1185 

(Porter)....    1193 
(Robb) 1229 

Capitalization  of  great  functional  depreciation 
unprovided  for   (Whitten  ) 1485 

Company  is  entitled  to  a  return  on  increment  in 
land  value   (  Gillette ) 647 

Cost  of  physical  property  minus  accrued  depre- 
ciation  (Bemis) 1720-1725 

Decision  in  Minnesota  Rate  Cases   (W'hitten) 

1465-1468 

Earning     capacitv     of     property     not     proper 

(Gillette) .' 669 

( Sterrett)    1 133 

Effect  of  denial  of  a  return  on  reserves  and 
surplus    (Bemis  ) 1729-1737 

Elements  to  be  taken  into  consideration  in  de- 
termination of  (  Gillette) 645 

Fair  value  at  time  of  inquiry  (Whitten) 1467 

Illustration  of  Bemis'  theor}-  (Bemis) 1722 

Individual  conditions  as  affecting  (Whitten)..    1471 

Intangibles  included  by  manufacturers  in  valu- 
ing their  plants  (Sterrett) 1132.   1133 

Items  for  consideration  enumerated  and  ex- 
plained (Cost  of  preliminary  investigation; 
physical  property ;  general  contingencies ; 
general  contractor's  profit;  general  engineer- 
ing; insurance  and  taxes;  organization,  ad- 
ministration and  legal  expense ;  promoter's 
remuneration  ;   interest   during   construction ; 
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RETURN 

Basis   of— -Continued 

office  furniture  and  fixtures;  stores  and  sup- 
l)lies ;  working-  ca])ital ;  operatint^  expenses 
during  development ;  return  on  investment ; 
interest  on  floatins:  debt  during  development; 
deficit  during  develoi)ment ;  depreciation  fund 
to  meet  current  replacements ;  sinking  funrl 
to    maintain    original    investment    at    100%) 

(Cooley)    890-896 

Margin  beyond  valuation  on  cost  basis  allowed 

(Bemis)     1673 

Market  value  of  securities  of  slight  significance 

(Gillette)     646 

Must  be  determined    (  Swayze ) 246 

Normal  and  abnormal  plants  (W'hitten) 1471 

Not  affected  by  public  or  private  ownership  of 

utilities  ( Cooley  )   943 

Not  less  than  investment  of  stock-  and  bond- 
holders   (  Bemis  ) 1721-1723 

Original  cost  as  a  basis  of  return 

(  Bemis  )    1495.  1598.  1757 

( Gillette )     663 

(  Whitten  }    1467-1470,  1484 

Original  cost  best  single  basis  (Whitten) 1466 

Present  prices  as  a  basis  for  valuation  (Gillette  )     648 
Property  built  out  of  earnings 

(Bemis)     1541 

(Cooley )    933-936 

(Gillette)     650 

( IMarye)    672.  677,  795 

(Porter)    1209 

(Sterrett)   1162 

Property  not  used  in  operations  (Bemis) 1547 

Reserve  for  depreciation   (  Bemis  ) 1530.  1560 

Surplus    (  Bemis  ) 1535.  1725-1729 

The  value  of  the  property  to-day 

( Hayward )     796 

( Marye  )    67S 
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RETURN 

Basis   of — Continued 

The  value  of  the  property  to-day — CoJitiinted 

(Porter)    1196 

(Robb)    1240 

(Sterrett)    1131.   1133.   1162 

Unearned  increments:  Mass.  rule  re  return  on 

(Bemis)    1728-1731 

Union  Pacific  Railroad  al'owed  return  on  lands 

donated  by  Government  (Cooley) 938 

A'arious  values  as  (Whilten) 1451 

Why  desirable   (Whitteri) 1470,  1483 

Workino-  capital   ( Bemii ) 1491 

( Cooley )    894 

(Gillette)    371 

(Hayvrard)    262 

Rate  of 

See  also  Earnings. 

Act  of  1874,  Pennsylvania,  contemplated  allow- 
ance of  10%  paid  annually  (Gillette) 522.     661 

Acts  of  Congress  limited  return  of  transconti- 
nental railroads  to  10%  (Gillette) 684 

Actual,  of  this  Company  (Bemis) 1555 

Allowed  by  Xew  York  Commissions  (Porter  ) .  .    1200 

Character  of  utility  as  affecting  (Bemis) 1632 

Chicago  Investigation  conclusions    (Bemis)...    1438 
Cleveland  Street  Railways'  guaranteed  (Bemis)    1438 

Coin  boxes  (Bemis) 1524 

Competition  a?  affecting"   (Bemis) 

1608-1610.  1633-1636.  1663 
-   Conditions  affecting,  same  as  during  pa<t  few 

years    (Bemis) 1642 

Consolidated    Gas    Case,    recommendations    re 

bond  interest  (Bemis) 1768-1772 

Control  of  patent  warrants  higher  (Gillette) .  .      526 
Data  on  return  on  various  securities  submitted 
in   this  case   and   in   Consolidated  Gas   Case 

(Bemis)    1642 

Decision  in  Consolidated  Gas  Case  on  (Bemis)    1639 
Decision  in  Passaic  Gas  Case  on  (Bemis) 1638 
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RETURN 

Rate  of — Continued 

Difference   between,   on   stocks   and   on   bonds 

(Addinsell)    1176 

(Bemis) 1632 

Discount  on  bonds  to  be  in  addition  to 

(Addinsell)    1185 

Distinct  from  promoter's  remuneration  and  cost 

of  money  (Addinsell)    1185 

(Porter)    1195 

(Robb)    1229 

Division  into  two  elements,  profit  and  interest 
(Gillette) 528 

Early  risks  as  affecting  (Bemis) ...  1607,  1645-1663 

Effect  of  compounding  in  Wisconsin  method  on 
(Bemis)    1431,  1499 

Effect  of  right  to  reinvest  at  same   (Bemis) 

1671,  1676 

Excess,  disposition  of   (Bemis) 1556 

Excessive,  not  received  at  any  time  in  Pennsyl- 
vania  ( Swayze) 1008 

Extensions    ( Bemis ) 1757 

Factors  governing  (Bemis) 1632-1636 

Fair,  defined  (Robb) 1235 

Fair,  factors  affecting  (Addinsell) 1184 

(Cooley)   937 

(Porter)    1210,  1214 

Fair,  for  the  Bell  Telephone  Company 

(Addinsell)    1183.  1184 

(Hay ward  )    260.     277 

(Porter)    1196.  1203 

(Robb)  1235,  1236 

(Sterrett)    1145,  1150 

Fair,  in  early  years  of  Bell  Telephone  Company 

(Addinsell)' 1185 

(Porter) 1210 

(Robb)  1237 

(Sterrett)    1157 

First   determination   necessary  in   rate   making 
(Bethell)    .' 1357 
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RETURN 

Rate   of — Continued 

Fixed  by  what  the  public  will  buy  securities  for 

(Porter)    ' 1197 

Gamble   element   not   a   factor   in   determining 

(Bemis)    1655 

Guarantee  of,  as  affecting  (Bemis)    1671 

In  Arizona  (Porter) 1199 

In  past,  not  higher  than  now  (Bemis)    1643 

Interest  rates  as  affecting  (Bemis)    1429 

Less  in  larger  business  (Sterrett) 1139 

Limitation  of,  by  regulation  (Porter) .  .  .  .1198,  1202 

Lower,  used  recently  (Bemis)   1641 

Low,   for  securities   of   well  established 

utilities  (Bemis)    1493 

Manufacturing  companies  (Addinsell) 1182 

(Sterrett). 1131,  1133,  1160 
Market  value,  influenced  by  other  things  than 

(Porter)    .' 1197 

Maryland  law  requirements  (Bemis)    1772 

Maximum,  necessitates  guarantee  (Bemis)    .  .  .  1652 
Must  be  sufficient  to  attract  new  capital 

(Bemis)    1438.  1677 

(Gillette)     531 

Not    dependent    upon    methods    of    financing 

(Bemis)    1494,  1605 

Of  electric  manufacturing  companies ;  Exhibit 

3-B  filed 830 

Of  public  utilities  (Bemis)    1429 

(Paine)    1107.  1108 

(Porter)     1203 

(Sterrett)   1141 

On  investment  in  farms  (Addinsell) 1182 

Original    cost   method    does    not    assure    stable 

rWhitten)  1486 

Past  and  present  (Bemis)   1429,  1606-1610 

Percentages  that  have  been  successful  (Bemis)  1439 
Present    actual,    of    public    utilities    too    low 

(Cooley)     940 

Present,  on  capital  stock  (Trax) 1301,  1303 
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RETURN 

Rate  of — Continued 

Present,  on  investnieni  (Hay  ward) 761 

Proi)erty  not  used  in  operations  (Bemis)    ....    1547 

Providence   Rate   Case;   recommended   and 

allowed    (Anderson)    1790 

Public  utilities  compared  with  manufacturing 
companies   (Sterrett) 1141 

Public   utility   bonds   held   by    insurance 

companies    (Bemis) 1491 

Question  of  confiscation  not  involved 

(Hayward)    284 

Raised   due  to  great   functional   depreciation 

(Whitten)  1485 

Rate  of  interest  on  government  bonds  no  cri- 
terion for  (Gillette) 532 

Reasonable   (Bemis)    1555.  1656 

Relation  to  dividends    (Bemis)    1438 

Restricted  to  7%  for  Puget  Sound  Electric 
Company ;   result    (Gillette) 531 

Retail  price  of  stocks  no  criterion  for  return 
necessary  to  secure  large  blocks  of  money 
(Robb)    '.    1236 

Risk  as  affecting   (Bemis)    1430.   1632 

(Whitten)    1484 

Should  be  same  for  each  segregated  division 
(Bemis)    1518 

Speculative  element  eliminated  by  fixing  a 
maximum,  necessitates  higher  returns 

(Addinsell)    1184 

(Paine) 1097 

(Porter)    1198 

(Robb)    1232.  1235 

(Sterrett)    1151 

Surplus   (Bemis)    1535,   1725-1731 

Surplus  above,  to  insure  stability  of  (Bemis)..  .    1437 

(Porter)..  1204 
(Robb)...  1236 
(Sterrett).  1146 


Index  to  Testimony.  cxxi 

RETURN 

Rate  of — Continued 

Trading"    companies,    shown    by    Exhibit    4-P 

(Sterrett)    1152 

Under   Wisconsin   method   usually   too    high 

(Bemis)    1672 

Unearned  increments  (Bemis)    1728-1731 

Varying  percentages  used  in  computing  going 

concern  vaUie   (Bemis)    1606 

6%  not  a  fair  return   (Gillette)    530 

6%  sufficient  (Bemis)    1439 

6%  to  7%  reasonable  (Bemis)   1439 

8%  compounded  as  a  fair  (Bemis)    1671 

REVENUE 

See  Earnings,  also  Return. 
In  General 

Actual  net,  less  than  8%  (Swayze) 267 

Adjusted   (Bemis)    1624 

Apportionment  of  sundry,  of  The  C.  D.  Tel. 

Co.  to  Pennsylvania  (Trax) 991 

A.  T.  &  T.  Co.,  analysis  of  (Bemis)    1626 

Curves  assumed  in  estimating  cost  of  establish- 
ing business;  Exhibit  D  (Hayward) 269 

Deductions  from,  explained  (Trax) 993 

Earnings  on  outside  securities  eliminated  from 

revenue  for  Pennsylvania   (Trax) 992 

Excess,  of  this  Company  (Bemis)    1550 

Exhibit  Bemis  11  explained  (Bemis)   1624 

Increased  by  cutting  4^/2%  payment    (Bemis)    1620 

Kept  by  localities  (Anderson)    1789 

Net,  for  1914,  actual  (Trax)   1409 

Net,  for  1914  and  1915,  forecasted  (Trax) 

1328,  1329 
Per  station,   1885-1913,  shown  in  Exhibit   5-1 

(Bethell)    1343 

Relation  to  cost  of  establishing  business  (Hay- 
ward)    315 

Telephone,  1885-1913;  Exhibit  5-B  (Trax)...   1312 
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REWENVE— Continued 
Gross 

Average  per  station  varies  in  towns  having  same 

rates  (Bethell) 1371 

For  1914  and  1915  forecasted  (Trax) 1328 

In  the  State  of  Pennsylvania ;  Exhibit  3-T  filed     991 
Of  The  Bell  Tel.  Co.  of  Pennsylvania ;  Exhibit 

2>-Q  filed 988 

Of  The  C.  D.  Tel.  Co. ;  Exhibit  3-R  filed 989 

Of  The  C.  D.  Tel.  Co.  in  Pennsylvania ;  Ex- 
hibit 3-S  filed 990 

Relation  to  development    (Bethell) 1365,  1371 

Should   be   about   30%    of   property   valuation 

(Bethell)    1351 

Toll,  per  station,  in  1884  (Bethell) 1350 

RHODE  ISLAND 

Providence  property  segregated  in   Providence 
Rate  Case   (Anderson)    1783 

Rate  of  return  recommended  and  allowed 

(Anderson)    1790 

RIGHT-OF-WAY 
In  General 

Abandonment  provided  for  in  amortization  ac- 
count  (Hay  ward) 343 

Include     labor     cost     of     obtaining     privilege 
(Marye)    613 

Increment  in  value  of,  not  shown  in  books 

(Gillette)    653 

Increment  in  value  of,  see  Land;  Increments. 

In   future   should  not  be  entitled  to  an  incre- 
ment in  value  (Gillette) 665 

Part     of     investment     has     been     charged     to 
expense  in  books  (Hayward) 610 

Payments  for,  to  municipalities  (Hayward") .  .59,  60 

Temporary,  not  included  in  property 

( Hayward)    63 

Title  to.  stipulation  in  re  (Candor)   1404 

Tree  trimming  privileges  included   (Hayward)       61 
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RIGHT-OF-WAY— Co»  tin  ued 
Account 

Defined  (Hayward )    59,  614 

Appraisal 

Method  of  (Hayward  )    60,  609 

Appraised  Valuation 

Considered  too  low  (Paine) 1047,  1048 

Exceeds  original  cost  (Hayward) 64,  65 

Greater  than  book  value  (Johnson) 608 

Cost 

Expense  of  securing'  rights-of-wav   (Paine) 

1047,  1048 

In  Philadelphia  (Hayward)   60 

More  to-day  than  formerly  (Hayward) ...  .610,  612 

Unit  Cost 

Method  of  determining-  (Hayward)    62 

RISK 

Actual  returns  as  affecting  (Bemis)    1653 

At   present    (Bemis)     1607-1610 

Bond  issues  as  decreasing  (Bemis)    1657 

Character  of  utility  as  affecting  (Bemis)  ....  1632 
Chronological  diminution  in  (Bemis)  ....1653-1656 
Competition   as  affecting 

(Bemis)    1608-1610,  1633-1636,  1662-1663 

Conditions  involving  (Porter)    1190,   1192 

Difference   in.   Ijetween   telephone  and   railroad 

stock   ( Sterrett)    1163 

Early  years    (Bemis)    1607-1610,    1644 

Functional  depreciation  (Bemis)   1648,  1649 

Gambler's,  ceased  in  90's  (Bemis)    1653-1656 

Gambler's,  not  a  factor  in  determining  rate  of 

return   (Bemis)    1655 

Greater    in    manufacturing    and    trading   com- 
panies than  in  the  Bell  Telephone  Company 

( Sterrett)    1155 

Inductive  disturbances   (Bemis)    1648 

Involved  in  Bell  Telephone  original  investment 
(Robb)    12.39 
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RISK — Continued 

J.esscMicd  by  eliminating  security   inflation 

( Bemis)    1495 

Less     in     gas,     than     in     telephone,     business 

(Porter)    1203 

Long  distance  lines   (Bemis)    1648 

Market  value  of  stock  as  affected  by  (Sterrett)    1160 
Of  new  enterprise  as  affecting  rate  of  return 

( Robb)    1237 

(Sterrett)    1158 

Operation  under  licenses  (Bemis)    1657-1661 

Patent  litigation   (Bemis)    1646 

Rate  of  return  affected  by  (Bemis)    1430 

(Whitten)    1484 

Regulation  (Bemis)    1652 

(Sterrett)     1156 

Stocks  and  bonds,  difference  (Addinsell) 1176 

To  be  viewed  as  of  time  of  investment  (Porter)    1212 
W'isconsin  method   (Bemis)    1677 

ROBB,  RUSSELL 

Called    1215 

ROCHESTER 

Testimony  bearing  on  property  at 

(Hawkins)    371-374 

ROUTING 

How   determined  on  A.   T.   &  T.   Co.   calls 

(Sylvan)    1270 

How  determined  on  Connecting  Company  calls 
(Sylvan)    .' 1244 

RURAL  LINES 

Development  encouraged  (Trax)    966,  967 

How  built,  maintained,  and  supervised  (Bethell)    1377 

List  of,  in  Pennsylvania  (Sylvan) 1252 

List  of  rural  lines  and  Connecting  Companies 

to  be  presented  (Marye) 970 

Number    of    stations    operating    under    Rural 

Plan  in  Pennsylvania    (Sylvan) 1255 

Plan  explained  (Sylvan)   1255 
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RURAL  LINES— Continued 

Purchase  of,  for  protection  of  service  (Trax), 

967,     969 
Rates  frequently  increased  after  purchase  of 

(Trax)    970 

Rates  of  mutual  and  rural  line  companies  lower 
than  Bell  rates  (Trax) 968 

SALVAGE 

For  application  to  particular  items  of  property, 
see  such  items. 

SEATTLE  ELECTRIC  COMPANY 

^Method   of  making  appraisal  based   on  book 
value   ( Gillette ) 565 

SECURITIES 
In  General 

See  Capital,  also  Stocks,  also  Bonds. 
Composed  of  stocks^  bonds  and  loans  to  other 

telephone  companies  (Trax) 1306 

Investment   in,  less  profitable  than   telephone 

operations    (Trax) 1301 

Investment    in,    of    other    companies,    amount 

(Trax)    1323,  1325 

^Market  value  of,  has  little  significance  in  rate 

making  (Gillette)   64f? 

Of  other  companies  held  by  The  Bell  Tel.  Co. 

of  Pennsylvania   (Trax) 980 

Of  The  C.  D.  Tel.  Co.  owned  by  The  Bell  Tel. 

Co.  of  Pennsylvania  (Trax) 961 

Owned  and  earnings  thereon  to  be  eliminated 

from  consideration   (Swayze) 986 

Par   value    and    book    value    of   those    owned 

(Trax)    982 

Purchased    from    proceeds    of    sale    of    capital 

stock   (Trax)    1300,  1303.  1307,  1324 

Sale  of,  affected  by  lack  of  surplus  (Porter) .  .    1204 
Should  approximate  actual  property  investment 

( Bemis )    1495 
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SECURITIES 

In    General — Continued 

Study  of,  purchased  by  insurance  companies 
compared  with  similar  data  submitted  in  Con- 
solidated Gas  Case  (Bemis) 1642 

Value  of,  as  shown  by  replacement  method 

CP.emis)    1754-1756 

Earnings  on 

Amount  of   (Trax) 982 

Deducted  from  total  dividends  paid  (Trax) .  .  1005 

Distributed  in  dividends   (Trax) 1300 

Eliminated    from    revenue    for    Pennsylvania 

(Trax) 992 

Included  in  total  dividends  paid  (Gillette) ....  692 

Market  Value 

Of  slight  significance  in  rate  making 

(Gillette)    646,  64cS 

SEGREGATION 

See  State-wide. 

SELLING  SERVICE 

A  form  of  promotion   (Bemis) 1439 

Commonly    treated    as    expense,    properly    a 

capital  charge   (Paine) 1073 

Cost  of,  in  early  stages  of  development 

(Hayward)    290,  291 

Cost  of,  up  to  Aug.  31,  1913   (Hayward) ....     302 

Cost  per  station  in  1911    (Hayward) 252 

Curve  of  growth  assumed  in  estimating  going 

concern  value   (Hayward) 269 

Defined  and  explained   (Hayward) 251-252 

How  charged    (Bemis) 1439 

Method  of  estimating  cost  of  (Hayward) 252 

Mr.  Hay  ward's  cost  of,  accepted  (Paine) 1088 

Treated  as  expense  in  past  (Trax) 1314 

SEMI-SELECTIVE  RINGING 

Described   (Hayward)    715 
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SERVICE 
In  General 

Coin  box  advocated  (Bemis) 1521 

Cost  of,  as  basis  for  rates  (Bemis) 1571 

Cost  of,  in  segregated  communities  (Bemis).  .  1571 
Dependent  upon  one  set  of  standards  (Bethell)  1378 
Interdependence  of  communities  as  to  (Sylvan), 

1248,  1257,  1274,  1283,  1294 
Quality     of,     rendered     by     local     companies 

(Bethell)  ' 1378 

Use  of,  varies  w^ith  character  of  population 

(Bemis)    1579 

Exchange 

Classification  of,  as  to  cost  and  value  (Bemis) 

1515-1517 

Development  of    (Bethell) 1333 

Improved    by    proper    classification    of     rates 

(Bethell) 1338 

Party  line,  explained   (Bethell) 1337 

Promoted  by   keeping  a   portion   of  plant   idle 

(Hayward)    312,     321 

Property    used    for,    impossible    to    segregate 

(Sylvan)    1260 

Extension  of 

During   last   five   years    to    what    places;    Ex- 
hibit 5-M 1401 

Lean  territory,  how  developed  (Sylvan) 1254 

To  new  territory  the  Company's  policy  (Trax)     965 

Toll 

Character  of,  in  early  days  (Sylvan) 1257 

Dependent  upon   exchange   system    (Sylvan), 

1248,  1260 

Percentage  of  subscribers  using  (Sylvan)....  1262 
Toll  and  local,  a  matter  of  classification  only 

(Bethell)   1367 

(Sylvan)    1261 

Two-number,  explained  (Sylvan) 1261 

SERVICE  LINE 

See  Rural  Lines.    - 
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SERVICE  VALUE 

Defined    (  Hayward  )    489-490 

Of  existinj^-  plant  erjual  to  that  of  new  plant 
(Hayward )    366,     490 

SERVICE  WIRES 

Temporarily  abandoned,  omitted  from  inventory 
(Gillette)  \     601 

SHAMOKIN 

Testimony  bearing-  on  property  at  (Heftelfin- 
ger)    127 

SHENK,  WILBUR 

Called 188 

SINKING  FUND 

See  also  Depreciation  ;  Reserve. 

Ordinary  meaning  of  the  term  (Wallace) .  .  .896-897 

Term  is  covered  by  depreciation  reserve  in  tele- 
phone practice  (Cooley) 898 

To  maintain  original  investment  at  100%  ;  an 
element  of  property  valuation   (Cooley)....     895 

SINKING  FUND  METHOD 

Of  estimating  rate  of  depreciation  suitable  for 
long  lived  property  (Gillette)    685,  686 

SOUTHERN  NEW  ENGLAND  TELEPHONE 
COMPANY 

Ownership  of  stock  (Bemis)    1553 

STAHL,  J.  B. 

Called    152 

STANDARDIZATION 

Importance   of.   in   various   industries 

(Bemis)    1704 

Of  apparatus  a  help  in  emergencies  (Swope)  .834-835 
Of  apparatus,  constant  efforts  toward  (Swope)  845 
Of  equipment  and  methods  by  A.  T.  &  T.  Co. 

(Bemis)    .' 1704 

Of  equipment  to  permit  long  distance  com- 
munication (Hayward)   746 
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STATE- WIDE 

As  practiced  by  this  Company   (Bemis)    1574 

Border  territory  neglected  by  small  companies 

(Sylvan)    .  .'. \ 1246 

Burden  of  return  upon  investment  distributed 

among-  all  subscribers  (Bethell)   1357 

Chicago    Investigation ;   consideration   given   to 

operations    of    the    company    as    a    whole 

(Bemis)     ' 1507 

Classification  by  zones    (Anderson)    1786-1787 

Classification   of   communities   by   equipment 

used    (Anderson)    1787 

Classification  of  communities,  how  far  possible 

(Bemis  )    1513,  1579 

(Pennypacker)   1573 

Communities  not  represented  that  should  be 

(Bemis)   1549,  1574,  1581 

Competition  aided  by   (Bemis)    1510 

Complementary     reductions     and     advances 

(Bemis)     ..' 1582 

Complete    development    necessary    (Svlvan) 

1246,  1254 
Cost  of  service  in  individual  localities  not  the 

proper  basis  of  rates   (Bethell)    1375 

(Gillette)  652 

(Sylvan)    1295 

Country- wide  principle  (Bethell)   1384 

Decision  in  Camden  Case  (Bemis)    1587 

Decisions  on   (Bemis)    1:>87 

Desirable  but  not  necessary 

(Anderson)    1788-1790 

(Bemis)    1571,  1584-1586 

Development  arbitrary  under  (Bemis)    1511 

Development  as  aitected  by  segregation  theory 

(Bemis)    ' 1510 

Development  of  one  community  at  the  expense 

of  another,  limitations  on  (Bemis)   1509 

Earnings  by  divisions  the  first  consideration 

(Bemis)" 1517 
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STATE-WIDE^-Continiied 

iuiniings  of  state  as  a  whole  not  necessary 

(Bemis)    1517 

Effect  on,  of  business  and  residence  classifica- 
tion (Bemis)    1514 

Evils  of  allowing  company  to  use  its  unchecked 
discretion  in  extension  of  service  (Bemis)    .    1519 

Extension   of   service   the   merit   and   value   of 
state-wade  principle  (Bethell)    1375 

Gas  rates  analogy  (Bemis)   1512 

Generally  (Sylvan)    1347-1397 

Importance  to  large  cities  of  country  develop- 
ment (  Bethell)    ' . .  .  .  1373,  1383 

Interdependence  of  communities 

(Bethell)    1383 

(Sylvan) 1248,  1257.   1274,  1283,  1294 

Interrelation  of  communities  recognized  in  form 
of  directories   (Sylvan)    1289 

Interrelation  of  communities  shown  by  charts 
(Sylvan)    ' 1289 

Local  conditions  most  important   (Bemis)    .  .  .    1550 

Long  distance   lines   should  be   self-supporting 
(Bemis)  1510 

Magnitude  of  determination   (Bemis)    1549 

Necessitates  division  of  charges  (Bemis)    ....    1491 

No  distinction  between  a  city  and  a  state 

(Pennypacker)   1785 

Noncompensatory   rates   found   in   all   large 

utilities   (Bemis)    1514 

No  state- w'ide  classification  known  (Bemis)    .  .    1579 

Over-extension  apt  to  result  (Bemis)   1509 

Particular  localities,  determination  of  case  with 
reference  to  (Johnson)    1413 

Permits  equitable  rates  and  local  service  areas 
to  meet  subscribers'  demands  (Sylvan) 1273 

Pittsburgh  rates ;  study  necessary  to  determine 
(Bemis)    ' ' 1569 

Post-office  analogy  (Bemis)    1509 

'  (Bethein    1375 
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STATE-WIDE— Continued 

I'rofitable    and    iinprotitable   communities,    tlis- 

tribution  of  charges  (Bemis)    1513 

(Bethell)    UvJ,  13S3 

Railroad   rates    ( Bemis)    1512 

Rate   investigations   should   wait   upon    specific 
complaints    (Bemis)     1574.  1581 

Rates  based  on  cost  would  restrict  development 
in  small  communities  (Bethell)    1376 

Rates  in  small  places  as  high  as  possible  with- 
out sacrificing  the  development   (Sylvan)...    1295 

Readjustment  away   from,  only  by  reductions 
in  most  profitable  places  (Bemis) 1510 

Results  of  theory  ineffectual  (Gordon  ) 1412 

.Segregated  divisions  should  each  pay  same  rate 
of  return   (Bemis  ) 151S 

Segregated    divisions    used    l:)y    this    Company 
( Bemis )     1  ?77 

Segregated  investigations  simpler  than  (Bemis)    1576 

Segregation    a    condition    precedent    to    proper 

rates    ( Bemis  ) 1511 

(Gordon)    1412 

Segregation   as   aftecting   siuall   communities 

( Bemis  )    1 520 

Segregation,  difficulty  of  determining  units  of 

(Bemis  ) L509,  1576 

(Pennypackcr)    1573,  1785 

Segregation  in  Baltimore,  Boston,  Chicago.  Den- 
ver, Lincoln,  Providence   (  Anderson  )..  1783,   1786 

(Bemis) 1585 

Segregation,  intensity  of*  (Bemis) .  .' 1573 

Segregation   necessary,    feasible,   customary 

(Anderson  )    1784-1790 

Segregation  of  congeries  of  communities  desir- 
able   (Bemis) 1508 

Tendency  of.  not  whole  theory,  criticized 

(  Bemis )     1 520 

Tendencv  toward  radial  development  f  Sylvan) 

1256,  1283,  1289 
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STATE-WIDE— Coutinncd 

Territory,  variations  in  (|iiality  of,  tend  to  lack 
of  complete  (!e\el()])inent  1j_\-  small  companies 
(Sylvan)     ' 1246 

Toll  business  originated  indirectly  b}'  rural  coni- 
nuuiities  ( S\lvan)    1283 

Toll  cliar<.>;c  alone  does  not  cover  the  help  ex- 
tended the  rural  district  by  the  cities 
(I'.ethell)    .' 1383,  1384 

Toll  rates,  air  line  basis,  due  to  considering  toll 
and  exchange  systems  as  one  (Sylvan  ) 1269 

Toll    system    and    exchange    system    interde- 
■  pendent  and  cannot  be  segregated  (  Sylvan  ) 

1248,  1257,  1260,  1269,  1270 

Too  revolutionar}-    (  Bemis  ) 1378 

l'n])rofitable  development  should  not  be  meas- 
ured In-  whole  communities   (  Bemis  ) 1518 

i'ni)rohtable  service  should  ])e  rendered,  if  at 
all.  in  i)laces  where  largest  profits  are  made 
(  Hemis )     1516 

\  alue  of  service  (  Remis  ) 1517 

What  the  traffic  will  bear  (Bethell) 

1342.  1343,  1357,  1375.  1383.  1385 

STATION  APPARATUS 
In  General 

Apportionment  between  desk  and  wall  sets 
(  Hayward )    32 

Construction  period  assumed  in  estimating  cost 
of  establishing  business  (  Hayward  ) 269 

Defined  (Hayward) 28 

Expensive  types  of.  used  in  Chicago  (Paine) 

1060.  1061 

Ownership  and  maintenance  of  receiver,  trans- 
mitter and  induction  coil    (Bethell) 1390 

Reproduced  station  equipment  would  be  better 

and  cheaper  than  present  (Hayward) 304 

Appraisal 

Average  appraised  value  per  station  (Hay- 
ward)           30 
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STATION  APPARATUS 
Appraisal — Cou  tinned 

^Method  of  estimating  unit  cost  (Hayvvard) ...        ^2 
Replacement  value  less  than  book  value   (Gil- 
lette)      581 

Contingencies  and  Omissions 

Allowance    for    i  Paine j 1026.   1027 

Count 

Method  of    (Paine) 1024 

STATIONS 

Bell  and  Connecting,  number  in  Pennsylvania 
(Sylvan)    ' 1251 

Independent,  number  in  Pennsylvania  (Sylvan)    1293 

In  service,  1885-1913.  shown  in  Exhibit  5-1 
(Bethell)    1343 

Number  and  average  value  of  apparatus  con- 
nected with  each   (Hay ward) 30 

Number  not  owned  by  Bell  Co.  in  Pennsyl- 
vania   (Sylvan) .  .^ 1251 

Number  operating  under  rural  p\d.n  in  Pennsyl- 
vania  (Sylvan) 1251 

STATUTES 

Requirements  of.  in  rate  investigation  in  Penn- 

s}lvania    (  Swayze) 4 

STEEL 

Use  of  steel  wire  copper  coated  (Haywartl) ...        45 
STERRETT,  JOSEPH  E. 

Calle.l    1128 

STOCKHOLDERS 

A.  T.  &  T.,  receive  new  stock  at  less  than 
market  value  (Robb) 1225 

Returns  to,  on  capital  stock  not  the  same  as 
rate  of  return  (Sterrett) 1164 

Right  of.  to  charge  com])any  the  value  of  their 
services    (  Bemis  ) 1710.   1711 

Surplus     reinvested     in     property     belongs     to 

(Cooley)    ' ^33-9?>6 

(Gillette)    650 
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STOCKHOLDERS     (o//////»r(/ 

Surplus    rciuvested    in    i)ro[)erty    belongs    to — 
Continued 

(Marye)   672,  677,     795 

(Porter)    1209 

(Sterrett")    1162 

STONE  &  WEBSTER 

Organization  and  methods  explained  (Robb)..    1215 
STORES 

See  SrppLiEs. 
STRAIGHT  LINE  METHOD 

See  also  Depreciation  ;  Reserve. 

Depreciation  calculated  by  (  Bemis ) 1444 

(Gillette)    6S5 

(Hayward)    339 

STRASBURG,  H. 

Called o7l 

STRUCTURAL  VALUE 

See  also  Depreciation  ;  Accrued. 
Book   value   does   not   correspond   with 

( Hayward  )    487 

Calculated    (  Bemis  ) 1622 

Defined    (Hayward)     351 

Deterioration  not  reflected  in  book  value  until 

plant  is   removed    (Wiley) 442,     444 

Estimated  as  of  Aug.  31,  1912:  Exhibit  X  filed 

and   explained    (Hayward) 3r2.     3>cA 

Estimated  as  of  Aug.  31,  1913:  Exhibit  O  filed 

and  explained   (  Hayward) 363,     364 

Estimate  of.  Aug.  31.  1912  (Gillette) 645 

Not  shown  in  inventory  of  buildings 

( Hayward  )    72 

Objection  to  introduction  of.  over-ruled 353 

Of  property  less  than  book  value  (Wiley) .  .  .     441 
Of    second-hand    buildings    used    in    appraisal 

(Hayward)   223 

Present  value  same  as   (Hayward) 3>^2 

Used  in  cases  involving  confiscation  (^Swayze)     247 
Used    in    Interstate    Commerce    Commission 

accounting  only  in  connection  with  purchases 

of  operating  companies  (  \\  iley) 410 
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SUBSCRIBERS 

Community  of  interest  between   (Sylvan) ....    1267 

Consulted   in   determining  local   service  areas 
(Sylvan)  1265 

Of    Connecting    Companies     shown    in     Bell 
directories  (Sylvan)   1290 

Percentage  using  tolls  (  Bemis  ) 1668 

(Sylvan)    1262 

Reached   with   and   without   toll   charge,   influ- 
ences competition  (Bemis) 1666 

State-wide      theory      promotes      interests      of 
rSylvan)    .' 1290 

SUB-LICENSE 

Central  office  eqt\ipment,  book  value  used  in 

appraisal  (Hay ward)   28 

Company,  defined  (Hay ward) 28 

Contract:  see  Coxxecting  Compaxies;  Agree- 

INIEXTS. 

Station   apparatus,   defined    (Hay ward) o^ 

Sub-licensees;  sec  Coxxectixg  Compaxies. 

SUBSIDIARY  COMPANIES 

Books  of,  available  in  pro-rating  propertv  to 
Pennsylvania  (Swayze)   691 

SUPERVISION 

See  Expense,  also  Overhead  Charges. 

Expense  of,  how  charged  (Gillette) 595,     596 

Of  farm  lines,  necessity  for  (Sylvan) 1255 

Of  inventory   (Hayward) 303 

3UPPLIES 
In  General 

Amount   of,  carried   by  \\'estern   Electric   Co. 
for  Telephone  Company  (Paine) 1079,  1080 

An  element  of  property  valuation  (Cooley) .  .     894 

Annual  provisional  estimate  of,  required  from 
Western  Electric  Co.  (Swope) 829,     830 

Bell  companies   not   compelled  to  buy  exclu- 
sively from  Western  Electric  Co.  (Swope) .  .     846 

Carried  chiefly  by   Western   Electric  Co. 

( Hayward  )    245 


cxxxvi  Index  to  Testimony. 

SUPPLIES 

In  General — Continued 

Cuiiiparison  of  supplies  carried  l)y  P.ell  and 
other  companies  (Swope) 841 

Defined  (Hayward)   244 

Distribution  of,  between  construction  and 
operation  to  be  presented  (Paine) 1084 

Economy  of  centralizing  purchases  of,  in 
Western  Electric  Co.    (Swope) 848 

Expense  explained  (Paine)   1071 

Local,  must  always  be  carried  by  telephone  com- 
pany (Paine) 1082 

^Method  of  distributing  from  warehouses  of 
\\^estern  Electric  Co.  (Swope  ) 847 

Purchased  during  year  apportioned  to  construc- 
tion and  expense  ;  Exhibit  5-0 1401 

Reduction  in  Bell  Company's  investment  in,  by 
Western  Electric  Co.  (Swope) 841 

Replaced  equipment  to  be  used  again,  charged 
to  (Wiley) 460 

Used  equipment  transferred  by  Western  Electric 
Co.  to  other  companies  (Swope) 844 

Account 

Estimated  future  increase  in  account  (Paine)  .  .    1081 
Low  on  account  of  ^^'e^tern  Electric  relation- 
ship (Paine)  1079 

Appraisal 

Should  be  based  on  average  over  a  period  of 
time  (Cooley)    916 

Valuation  of.  Exhibit  BB,  taken  from  books 
(Wiley) 451 

Emergency 

Carrietl  for  benefit  of  telephone  companies 
(Swope)    831 

Furnished  at  ordinary  prices  (Swope) 834 

Shipment  of,  after  blizzard  of  March  1.  1914 
(Swope)    832,    833 

Switchboard  carried  for  emergency  shipment 
(Swope)    836 
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SUPPLIES- Co;/^/7n(^^ 
Inventory 

Annual,  of  (  Hayward) 244 

^lethods  of  (  Cooky) 915 

SUPPLY  CONTRACT 

See  Contract. 

SURPLUS 

Amount    accumulated    out    of    telephone    and 

sundry  earnings  (Trax) 1299,  1317 

Amount  of  property  purchased  with  (Bemis) .  .  1540 

Amount  put  into,  from  earnings  (Bemis)    ....  1494 

Best  investment  for  (Porter) 1206,  1208 

Book,     larger     than     undistributed     earnings 

(Trax)   1.^01,  1309 

Calculation  of  correct  net   (Bemis)    1622,  1626 

Capitalization   of   sufficient,   to   care   for 

fluctuations   (Bemis)    1758 

Deficits  on  new  extensions  covered  by  (Bemis)  1758 

Defined  (Trax  )    \  .' 978 

Ditterentiated      from     depreciation     reserve 

(Porter)    1205 

Earnings  on,  of  National  Banks  (Addinsell)  .  .  1180 

Exhibit  Bemis  11  explained  (Bemis)    1625 

Exhibit  Bemis  12  explained  (Bemis)    1626 

Existence  of,  dependent  on  study  of  earnings 

and  expenses  from  beginning   (Bemis)    ....  1759 

Four  dift'erent  estimates  of   (Bemis)    1622 

Investment  of  (Trax) 978,  1299 

Investment  of,  impossible  -to  dift'erentiate  from 

capital  account  (Chairman  Wallace) 1206 

Xo  need  for,  above  a  certain  amount  (Robb ) .  .  1241 

(Sterrett)  1162 

Xot  necessarily  a  liquid  asset  (Porter) 1205 

(Trax)   978 

Not  the  property  of  the  stockholders  (Bemis)  1730 
Pennsylvania   Railroad   earnings   reinvested   in 

property   ( Porter) 1209 

Public    interest   promoted    by    reinvestment    in 

plant  of    (Porter) .' 1209 
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S\JR?lXiS~Continucd 

Purpose  of  ( ijcniisj    1535.  1758 

Relation  to  accrued  depreciation  (Bemis)    ....    1760 

Right  to   return   on   property   acquired   out  of 
earnings 
(Bemis)   ..1420,  1437.  1535.  \72'?-\727 ,  1729-1737 

(Cooley)    933,     934 

(Gillette)  650 

(^larye)    672,  677,     795 

(Pennypacker)    933,     934 

(Sterrett)    1162 

(Whitten)   1478 

Securities  to  be  issued  on,  in  case  of  emergency 
(Porter )    1206.  1207 

Should  be  under  control  of  Commission 

(Sterrett)    1149 

To  insure  stability  of  dividends  (  Porter  ) 1204 

(Robb) 1236 

(Sterrett).  1146,  1148 

To    provide     for    extraordinary     replacements 
(Sterrett)     ' 1146.  1148 

With    depreciation    reserve   more    than    covers 
accrued  depreciation  (Bemis)    1620.  1725 

SWAYZE,  JOHN  L. 

Opening-  address   1-S 

SWITCHBOARDS 

Sec  Cextral  Office  Equipment. 

SWOPE,  GERARD 

Called 802 

SYLVAN,  T.  P. 

Called 1242 

TAXES 

Classification  under  operating-  expenses 

(Gillette) 519 

Deducted  from  expenses  in  calculating  working 
capital   (Bemis)' ^  .  . .  1489.  1490 

During    construction    an    element    of    property 
valuation  ( Coolev)    893 
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TAXES — Continued 

Estimate  of.  during  construction  based  on  con- 
struction in  process  (  Paine) 1091 

Rates  of  a  monopoly  similar  to  taxation 

(  Bemis  )     1582 

TELEPHONE  CONNECTION 

Description  of  a  ( Ilaxward) 709,     712 

(Sylvan)   1258 

TELEPHONE  FRANCHISE  REQUIREMENTS 

Defined  (  Trax  )    995 

TERMINAL  FACILITIES 

Defined    ( S\  l\an  )    1247 

Necessary  to  a  toll  system  (Sylvan) 1247 

TERRITORY 

Character  of,  outside  of  Philadelphia  (Wiley)  455 
Cities    outside    of    Pennsylvania    operated    by 

Philadelphia  Unit  (\Mley) 437,     454 

Covered  by  the  several  companies  in  which  The 

Bell    Tel.    Co.    of    Pennsylvania    owns    stock 

(Trax)   ' 980,     981 

Division  of.  how  used  (Bethell ) 1370 

Of  operating  companies  to  be  defined 

(  Ha}'ward )    406 

Operated  by  each  company  in  1884  (Trax). 956,     957 

Operated  by  Eastern  Group   (Swayze) 453 

(Wile)')    416 

Operated  by  X'ew   York  Unit  (Swayze) 453 

Operated  by  Philadelphia  Unit  (Swayze)....  453 
Operated  by  The  Bell  Tel.  Co.  of  Pennsylvania 

(Haywar'd ) 297 

Territorial  map  of  Philadeli)hia  Unit :  h2xhil)it 

LL  explained    (Hay ward) 508 

THEORIES 

Agency,  Com]ietitive  and  Replacement,  defined 
^(Gillette)    512 

Appraisals  based  on  all,  should  be  presented  to 
Commission   (Gillette)    513 
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TITLE 

Rights-of-way,  stipulation  in  re   (Candor)....    1404 

TITLE  INSURANCE 

Xot  fully  included  in  land  appraisal  (Gillette).      597 

TOLL 

See  CiRci'iT.s  • 

Plant 
Rates 
Service 
Traffic. 

TOOLS,  TEAMS,  AND  MOTOR  VEHICLES 

Book  value  of,  accepted  (Paine) 1079 

A'aluation  of.  taken  from  books   (Wiley) 452 

TRADING  COMPANIES 

Rate  of  return  of,  shown  by  Exhibit  4-P  (Ster- 
rett)   ' 1152 

TRAFFIC 

In  General 

Analysis  of,  in  Chicago  (Bemis) 1515 

Between   exchanges,   charts   showing ;   Exhibits 

4-W  and  4-X  (Sylvan).  .  .1271,  1287,  1291,  1297 
Business  messages  more  numerous  (  Bemis) ...    1515 
Division  between  different  kinds  of  (Bemis)..    1491 
Expense,   how   treated   in   I.   C.   C.   accounting- 
system   {see  also  Four  axd  One- half  Per 
Cent,  of  Gross  Earnings)  (Bemis  ) 1777 

Local 

Peg  count  of,  taken  montlily  (Sylvan) 1272 

Toll 

Follows  course  of  business  (Sylvan) 1283 

Inception  of  (  Bethell) 1339 

^lessage  traced   (Sylvan) 1259 

Percentage  of  subscribers  using :   Exhibit  4-\' 

(Sylvan)    .^ 1262.  1266 

Routing  of  (  Svlvan  ) 1270 
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TRANSMISSION 

Amount    of    current    required    for    telephone 

(Hayward)     759 

EfTect    of    electrostatic    capacity    of    cable    on 

(Hayward)    75S 

Effect  of  loading  coil  on  (Hayward) 730 

Of  sound  by  telephone  explained  (Hayward).      739 
Problems  to  be  solved  in  connecting"  local  and 
F.ell   systems    (Hayward) 747 

TRANSMITTERS 

Efficiency  of    (Hayward) 31 

Ownership  of    (Hayward) 29 

Sale  of   (  I'.emis  ) 1500 

TRANSPOSITION 

^Nlade  long  distance  service  possible  (Hayward)      744 
System  of,  developed  by  jNIr.  John  A.  Barrett 
' (Hayward)    ' '. 743,     744 

TRAX,  HARLAND  A. 

Called   952 

Recalled    1298,  1405 

TREES 

Trimming   privileges    included    in    right-of-way 
(Hayward)    61 

TWO-NUMBER  SERVICE 

Explained  ( S}"lvan  ) 1261 

Facilitated  by  directories  (Sylvan) 1290 

UNDERGROUND 

See  Cai!I.i-:,  also  Coxdutt. 

Construction  made  practicable  by  dry  core  cable 

(Hayward)     750 

Construction    necessitated    Ijy    overloading"    of 

poles  ( Hayward )    742 

Occasionalh"  due  to  pul)lic  rccuiirements 

( Hayward )    743 

Plant,  first  construction  of  ( 1  lay  ward  ) 741 

UNION  PACIFIC  RAILROAD 

Right  of,  to  return  on  lands  donated  b\"  Gov- 
ernment (  Cooley  )   938 
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UNIT  COSTS 

ror  unit  costs  of  particular  items  of  property. 

see  such  items. 

Analysis  of  (  1  'aine )    1049-1058 

Application  of  various,  verifies  Mr.  tlayward's 

total  valuation  (Paine)    106Q 

Book;  Exhibit  (iG  filed  and  explained 

(Hayward)    467,  469 

Book ;  Exhibit  GG  to  be  explained  in  detail  later 

if  desired  (Swayze)    470 

Can  be  checked   (Hayward)     39 

(Paine)     1051,  1053 

Defined   (  Hayward)    15 

Exhibit  4-H,  comparison  of,  explained  (Paine)    1058 
In   Xew   England   in    1907  lower  than   present 

(Paine)    1060 

Items  of  plant  checked  as  to  (  Paine)   1053 

Letter  of  instructions  to  R.  H.  Burcher  regard- 
ing check  of  (Paine)   1052-1055 

Obtained    from    different    sections    of    United 

States  applied  to  inventory  (Paine)   1057 

Reason   for  variations  in,  in  dift'erent  sections 

(Paine)    1062 

Total  plant  estimates  covering  two  vears  used 

in  checking-  (Paine)    1055 

U.  S.  SUPREME  COURT 
Cedar  Rapids  Gas  Case 

Decision  on  going  concern  value   (Bemis)  ....    1544 
Decision  on  paving  over  mains    (Bemis) 1544 

Cumberland  Telephone  Case 

Decision   on    return   on   depreciation   reserve 

(Bemis)     1532 

Knoxville  Water  Case 

Decision  on  deduction  of  depreciation  (Bemis)    1565 
Minnesota  Rate  Cases 

Decision  on  basis  of  return  (W'hitten)    .  .  .1465-1467 
Decision   on   increments   in   land   and   right-of- 
way   values    ( Bemis)    1419,    1599 

(Whitten)    1467 
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U.  S.  SUPREME  COURT 

Minnesota  Rate  Cases — Continued 

Decision  on  deduction  of  depreciation  (Bemis)    1565 
Smyth  V.  Ames 

Followed     in     statute     creating     Pennsylvania 

Public  Service  Commission   (Swayze) 4 

Right    to    a    return    on    property    built    out    of 

earnings  (r^Iarye)    795 

Source  of  property  immaterial   (Marye)    681 

Valuation  for  rate-making  purposes  defined, 
and     elements     to     be     given     consideration 

( Marye)    679 

(Whitten)   1486 

VALUATION 

Sec  Appraised  \'aluatiox 
Book  Value 
Return  ;  Basis  of. 
VALUE 

Sec  also  Appraised  A^aluatkix. 

Elements   of,   and   methods   used   to   ascertain, 

fair    ( Bemis ) 1434 

(Whitten)    1486 

Exhibit  Bemis  10  explained  (  Bemis  ) .    1622 

Fair  ;  meaning  of,  discussed  (Bemis  ) 1425 

(Whitten)    1451 

Fair,  of  this  Company  (Bemis)    1535,  1622 

Alonopoly  and  competition  as  affecting  fair 

( Whitten  )    1483 

VOLTAGE 

Against  which  protection  is  necessary 

rHayward)    '. 710 

WALL  SETS  AND  DESK  SETS 

Method  of  estimating  number  (Hayward) .  . .  .        32 
WAREHOUSES 

Exhibit  3-H  tiled 867 

Of  Western  I'llectric  Co. :  map.  Exhibit  3-H, 
showing  locations  of.  filed  and  explained 
(  Swope )    835,  867 
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WASHINGTON 

Testimony  beariny^  on  properly  at  (Christmas)      114 
WASTE 

Of  material  in  construction   T Paine)    1041 

WESTERN  ELECTRIC  CO. 
In  General 

Business  of  (Swope)    802 

Competitors  of  (Swope)    825 

History  of  ( Swope)   803 

Number  of  employees  engaged  in  experimental 

work   ( Swope)    813 

Patents  taken  out  by  (Bemis) 1695 

'  (Swope)    808,     812 

Pupin  coil  not  sold  (Bemis  ) 1695 

Contracts 

Contracts  between,  and  A.  T.  &  T.  Co..  1882 

and  1907   (Swope) 810 

Contracts;  Exhibits  3-E.  3-F.  3-G  filed.  ..  .854-855 
Development    of    supply    contracts    with    the 

operating  companies  (Swope) 807 

Inception  of  supply  contract  with  (Swope)..  ^Z7 
Loss   incurred   by    Bell   Tel.    Co.   of   Missouri 

through  cancelling  supply  (Swope) 839 

Reason    for    adopting    non-exclusive    contract 

(Swope) 810 

Small  profit  on  supply  contract  (Swope) 845 

Supply  contract  is  open  to  non-Bell  companies 

(Swope)   828 

Supply  contracts  of  non-Bell  companies  with 

(Swope)    840,     859 

Terms  of  present  supply  contract   (Swope) .  .     838 

Emergency  Supplies 

Carried      for      benefit      of      Bell      Companies 

(Swope)   831 

Furnished  at  ordinary  prices  (Swope) 834 

Shipment  of,  after  blizzard  of  ]March   1,   1914 
(Swope)  ..832,    833 
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WESTERN  ELECTRIC  CO. 

Emergency   Supplies — Continued 

Standardization  of  apparatus  a  help  in  emer- 
gencies (Swope)   834-835 

Switchboard  carried  for  emergency  shipment 
(Swope)   836 

Finances 

CapitaHzation  of  (Swope) 831 

Net  earnings  of,  per  cent.  (Swope) 831 

Profits   of  electric  manufacturing  companies ; 

Exhibit  3-B  filed  (Swope) 830 

Report    to    stockholders ;    Exhibit    3-C    filed 

(Swope)    849 

WESTERN  ELECTRIC  CO. 
Methods  of  Operation 

Disposal  of  used  material  (Swope) 843-844 

Locations  of  pole  yards  of  (Swope) 836 

Map    showing    locations    of    warehouses    of, 

explained  (Swope)   835 

Method  of  delivery  of  wire  and  poles  (Swope)     849 
Method    of   distributing   material    from    ware- 
houses (Swope)    847 

Method  of  increasing  profits  by  reducing  cost 

of  manufacture    (Swope) 820 

Repair  shops  of  (Swope) 845 

Warehouses,  map  showing  locations  of;  Ex- 
hibit 3-H  filed ". 867 

Ownership  and  Control 

Controlled  by  A.  T.  &  T.  Co.  (Swayze) 822 

Per  cent,  of  stock  owned  by  A.  T.  &  T.  Co. 

(Swope)   854 

Purchase    of,    by    American     Bell     Company 

(Swope)   805 

Prices 

Checked  with  prices  used  in  recent  estimates 
(Paine)    1052 

Commission  to  be  supplied  with  information 
as  to  prices  (Swope) 862 
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WESTERN  ELECTRIC  CO. 

Prices — C  'on  tinned 

Examination  of,  by  Commission  experts 
(Swope)    861 

Increase  in  prices  of  labor  and  material  since 
1907  (Swope)    823 

Reduction  of,  by  improved  design  or  methods 
of  manufacture  (Swope) 817,     821 

Savings  to  Bell  companies  through  reductions 
in   (Swope)    826 

Tendency  to  lower  (Swope) 818,     819 

To  Bell  companies  lower  than  to  other  cus- 
tomers (Swope)  826,     828 

Relations  with  Operating  Companies 

Advantage  of  relationship  to  Telephone  Com- 
pany (Paine)  1082 

Amount  of  accounts  of,  receivable  from  Bell 
of   Pennsylvania    (Swope) 843 

Amount  of  supplies  carried  by,  for  Telephone 
Company    (Paine) 1080 

Annual  provisional  estimate  of  supplies  re- 
quired (Swope)   829,  830 

Bell  companies  not  compelled  to  buy  exclusively 
from   (Swope) 846,     859 

Connection  with  Western  Union  Telegraph  Co. 
(Swope)   803 

Co-operation  between,  and  Telephone  Company 
in  developing  apparatus  (Swope) 811 

Discussion  of  relations  to  Bell  Companies  in 
other  rate  cases;  extracts  from  reports  (Ex- 
tracts from  reports  from  Prof.  D.  C.  Jack- 
son, Chicago  ;  Mass.  Highway  Commission ; 
Public  Service  Commission  of  Washington 
(State)  ;  ^^^  T.  FTagenah  and  Prof.  Edw.  W. 
Bemis  in  Chicago  investigation ;  California 
Railroad  Commission)    (Swope) 850-853 

Economy  of  centralizing  purchases  of  supplies 
in   (Swope) 848 
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WESTERN  ELECTRIC  CO. 

Relations  with  Operating  Companies — Continued 

Practically  all  apparatus  purchased  by  Bell 
Companies  from  (Hay ward) 726 

Reduction  in  expense  of  Bell  Companies  due 
partly  to  Western  Electric  relations  (Bethell)    1348 

Reduction  in  supplies  investment  of  Bell  Com- 
panies   (Swope) 841 

Supplies  account  low  on  account  of  relationship 
with   (Paine) 1079 

Sales 

Amount  of  business  with  non-Bell  companies 
( Swope )    857 

Annual  sales ;  Exhibit  3-A  filed  and  explained 
(Swope)    814,  815 

Annual  sales  to  Bell  and  other  companies 
(Swope)    813,     864 

Foreign  business  of  (Swope) 808,     847 

Pupin  coil  not  sold  (Bemis)    1695 

WHITTEN,  ROBERT  H. 

Called    1448 

Book  a  compilation  (Whitten)    1460 

WILEY,  JACOB  S. 

Called    407 

WINDBER 

Building  used  in  operations  at  (Hayward) ....     403 
Testimony  bearing  on  property  at  (Colburn) .  .      125 

WILKES-BARRE 

Testimony  bearing  on  property  at  (]\Ioore)  .  .130-132 

WILLIAMSPORT 

Omission  of  lot  in,  from  inventory 

(Hayward)    240 

Testimony  bearing  on  property  at  (Houck) .  147-151 

WIRELESS  TELEPHONE  APPARATUS 

Xot  likely  to  replace  present  system 

(Havward)    720 
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WIRE 

In  General 

Account,  charges  to  (Hayward) 47 

Aluminum,  use  of   (Hay ward) 46 

Construction  period  assumed  in  estimating  cost 

of  establishing  business  (Hayward) 270 

Copper  coated  steel  (Hayward) 45 

Defined  and  classified   (Hayward) 44 

Examples  of  open  exchange  wire  replaced  by 

cable  (Hayward) 787 

Iron,  where  used   (Hayward) 44 

Method   of   delivery  by   Western   Electric   Co. 

(Swope)    849 

Mileage  of.  in  Pennsylvania  (Hayward) 45 

Appraised  Valuation 

Greater  than  book  value  (Gillette) 591 

Contingencies  and  Omissions 

Generally   (Paine) 1032 

No  account  taken  of  sag  of  wire  and  cables 

(Gillette)    599 

Temporarily  abandoned  service  wares  omitted 

from  inventory  (Gillette)   601 

Theft  of  (Paine) 1034 

Functional  Depreciation 

Belt   line   of    open    wires    around    Philadelphia 
abandoned  before  used  (Hayward) 783 

Examples  of   (Hayward)    787 

(Marye)    619 

Of  open  toll  wire  due  to  inadequacy 

(Hayward)    781 

Inventory 

Alaps  used  in  (Paine) 1031 

Method  of  (Hayward) 36,       45 

WISCONSIN 

Contingency  allowances  accepted  (Gillette)  ....     607 

(Hayward) 
Decision  in  Green  Bay  Water  Case  (Bemis) 

Decision  on  Alvord  theory   (Bemis)    

Decision  on  AY^  per  cent,  payment   (Bemis) 


701 
1435 
1435 
1554 
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WISCONSIN— Co7/f;;/;^t^(/ 

Decision  on  instrument  rental  and  maintenance 

(Bemis)   1503,  1709 

Decision  on  rate  of  return  (Gillette)    528 

Treatment  of  working  capital  (Bemis)    1489 

Various  theories  combined  to  reach  fair  value 

(Bemis)    1434 

\\'isconsin  method  adhered  to  (Bemis)    1435 

WISCONSIN    METHOD 

Sec  Going  Coxcerx  \'alue. 

WITNESSES 

Addinsell,  H.  M 1 165-1 186 

Albright,  Joseph  M 158-187 

Anderson,   W".   W 1781-1796 

Bemis,  Edward  W.  1416-1447,  1488-1610,  1611-1780 

Bethell,  Frank  H 1331-1402 

Briggs,  Frankland 390-392 

Christmas,  \Mlliam 114-116 

Colburn,  Robert  G 125-126 

Cooley,  Mortimer  E 887-949 

Etter,  George  E 385-389 

:  Gardner,  D.  T 117-119 

George,  W.  D 76-96 

Gillette,  H.  P 505-507,  510-656 

Hawkins,  H.  F 371-374 

Hayward,  Nathan ....  9-74,  21 1-367,  393-406,  467-495 
508-509,  583-584,  609-615,  702-868 

Heffelfinger,  Elmer 127-129 

Herr,  Allen  A 142-14: 

Hons,  John  H 497-50< 

Houck,   Solomon 146-151 

Hunsicker,  J.  F 380-384 

Krick,  George 122-124 

Lane,  William  S 111-113 

Luppold.  W.  H 133-13; 

Mauran.    Frank 97-110 

Moore.  E 130-13^ 

Norris.  L.  C 120-121 

Owen.  A.  M 138-141 
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WITNESSES— Cowfj/n/^rf 

Porter,  H.  Hobart 11.S7-1214 

Robb,  Russell  121 5-1241 

Shenk,  Wilbur 188-210 

Stahl,  J.  B 152-157 

Sterrett,  Joseph  E 1128-1 164 

:':,  .  Strasburg:,  H 375-379 

>'   '  Svvope,  Gerard   799-866 

Sylvan,  T.  P 1242-1297 

Trax,  Harland  A.  .  .952-1011.  1298-1330,  1405-1410 

Whitten.  Robert  H 1448-1487 

Wiley,  J.  S 407-466 

WORKING  CAPITAL 

Accounts   payable   not    deducted    in   estimating 

(Wiley)    .' 439 

Allowed  in  Chicago  Investigation  (Bemis)1489,  1491 
Allowed  in  other  rate  cases ;  Exhibit  SS  filed  547 
Amount  Aug.  31,  1912  and  1913  (Hay ward)  .  .     301 

(Wiiey )..'...     413 
'  An  element  of  property  valuation  (Bemis) ....    1491 

(Cooley)    ...      894 

(Hay ward)  .     262 

Apportionment  to  Pennsylvania   (Hayward)   ..     243 

(\\'iiey)    ....     437 
Appraisal  of,  should  be  based  on  average  over  a 

period  of  time  (Cooley) 916 

Basis  of  estimate  of   (Bemis) 1488 

Basis  of  estimate  of ;  Exhibits  CC,  DD,  EE  and 

FF  filed   (Wiley) 435 

Collections  (Bemis) 1489 

Company's  estimate  not  disturbed   (Bemis) 

1712-1716 

Correction  of,  explained  (Hons)    500.  503 

Defined  (Bemis)    1488 

(Cooley)    914 

(Gillette)    571 

(Hayward)    242 

(Paine)    1083 

Dividend-i  not  jirovided  for  out  of  (Bemis')  .  .  .    1480 
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WORKING  CAPXTAL— Continued 

Estimate  of,  for  1912  and  1914;  Exhibit  RR 

filed  (Gillette)    543,  545,  546 

Exhibit    FF,    statement    of    cash    balance    ex- 
plained  (Wiley)    436 

Exhibit  II,  estimate  of,  for  the  Bell  of  Penn- 
sylvania, filed 499 

Exhibit  JJ,  estimate  of,  for  The  C.  D.  Tel.  Co., 

filed    499 

Four    and    one-half     per    cent,     payment    to 
A.  T.  &:  T.  Co.  deducted  from  expenses  in 

estimating    (Bemis)    1490 

Generally   (Bemis)    1488 

Holding  company,  effect  of  (Bemis)    1488 

Includes  excess  of  current  receivables  over  cur- 
rent payables  (Gillette)  546 

Includes  supplies   (Bemis)    1488 

(Gillette)  545 

In  different  utilities  (Bemis)    1713 

Interest    earned    on,    should    be    included    in 

operating  revenue  (Gillette)   571 

Labor   (Bemis) 1489 

List   of   cases   in    which    allowed;    Exhibit    SS 

(Gillette)    547 

Method  of  estimating-  (Bemis)    ....1488,  1712-1714 

(Gillette)   545-547 

(Hay ward)    242,  243 

(Wiley)    413 

Minimum  bank  balances   (Bemis)    1714-1716 

Necessary  to  economical  operation   (Gillette)..      571 
No    allowance    for    construction,    dividends, 
interest,  supplies  obtained  on  credit,  taxes 

(Bemis)    1713-1714 

Not  carried  in  books  as  an   item   of  property 

(Paine)    1083 

(Wiley)    413 

Proper,  in  this  case  (Bemis)    1490 

Purposes  for  which  required  (Bemis)    1488 

(Paine)    1085 
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WORKING  CAPITAL— Continued 

Services    performed    by    banks    in    return    for 

deposits  (Bemis)   1714-1716 

(Paine)    1086 

Supplies   carried   by   Western    Electric    Co., 

included  in  Chicago  Investigation  (Bemis)..    1716 

Taxes  (Bemis)   1489,  1490 

Universally  allowed  by  Commissions   (Marye)     548 
Wisconsin  method  (Bemis)    1489 

YORK 

Testimony  bearing  on  property  at  (Owen)  .  138-141 
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Addinsell,   H.   M. :  Exhibit      Page 

Earnings  statements  of  25  public  utility- 
companies  whose  bonds  are  handled 
by  Harris,  Forbes  &  Company 4Q  306b 

Agreement : 

Standard   Western    Electric    Company 

service  contract.     (Swope) 3E  231b 

Between  The  American  Bell  Telephone 
Company  and  Western  Electric  Com- 
pany, dated  Feb.  6.  1882.    (Swope) .  3F  237b 

Modification  of  agreement  dated  Feb. 
6,  1882.     (Swope) 3G  245b 

American  Bell  Telephone  Company: 

Agreement  with  Western  Electric  Com- 
pany dated  Feb.  6.  1882.     (Swope).  3F  237b 

Modification  of  agreement  dated  Feb. 
6,  1882.     (Swope) 3G  245b 

Excess   payments    for   rights   above   a 

reasonable  allowance.     (Bemis) ....  7  535b 

American     Telephone     &     Telegraph 
Company : 

Estimate  of  cost  to,  for  rights  to  licen- 
see companies.     (Bemis) 13  543b 

Analysis : 

Of  the  properties  of  The  Bell  Tele- 
phone Company  of  Pennsylvania  and 
The  Central  District  Telephone  Com- 
pany in  Pennsylvania  as  of  Aug.  31, 
1912.     (Paine) 41  291b 


cliv  Index  to  Exhibits. 

Analysis — Continued  Exhibit       Page 

Of  direct  and  overhead  charges  appear- 
ing in  appraisal  of  properties  of 
The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central  Dis- 
trict Telephone  Company  in  I'enn- 
sylvania  as  of  Aug.  31,  1912. 
(Paine)    4M  302b 

Annual   Sales : 

Western  Electric  Company's  annual 
sales — all  houses,  from  1885  to  1913, 
inclusive.     (Curve)   (Swope) 3A  221b 

Appraisals : 

Estimated  replacement  value  of  prop- 
erty  devoted   to   public   use    in   the 
State  of  Pennsylvania 
As  of  Aug.  31,  1912 

The    Bell   Telephone    Company 

of     Pennsylvania     and     The 

Central     District     Telephone 

Company     in      Pennsylvania. 

(Haywa'rd)    B  5b 

The    Bell    Telephone    Company 

of  Pennsylvania.    (Hay ward)  E  33b 

The  Central  District  Telephone 

Company     in     Pennsylvania. 

(Haywa'rd)    '. F  34b 

As  of  Aug.  31,  1913 

The    Bell    Telephone    Company 

of     Pennsylvania     and     The 

Central     District     Telephone 

Company     in     Pennsylvania. 

(Hayward)    G  35b 

The    Bell    Telephone    Company 

of  Pennsylvania.    (Hayward)  H  36b 

The  Central  District  Telephone 

Companv     in     Pennsylvania. 

(Hayward)    ' I  37b 
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Appraisals — Continued  Exhibit       Page 

Details  of  replacement  value  (new)  of 
owned  buildings  as  of  Aug.  31,  1912 
Class  1 — Replacement  value  deter- 
mined  by    actual   con- 
tractors' estimates. 

(Hayward )    S  66b 

"  2 — Replacement  value  taken 
as  book  value  as  of 
Sept.  1.  1912.  r  Hay- 
ward)   T  70b 

"  3 — Replacement  value  taken 
as  book  value  corrected 
to  date  by  adding  2.4% 
per  year.     (Hayward)  U  72b 

"  4 — Replacement  value  based 
on  cost  per  cul)ic  foot. 

(Hayward)    V  76b 

Details  of  replacement  value  (second- 
hand) of  owned  buildings  as  of  Aug. 
31,  1912 

Class  5 — Replacement  value  based 
on  rough  estimates  of 
second-hand  value,  in- 
cluding cost  of  altera- 
tions.   (Hayward)...  W  79b 
Details  of  replacement  value  (part  new 
and    part    second-hand)     of    owned 
buildings  as  of  Aug.  31,  1912 

Class  6 — Replacement     value     of 
combination    buildings 
figured    according    to 
Classes  4  and  5  (Hay- 
ward)      X  80b 

Explanation  of  methods  used  in  ob- 
taining replacement  value  of  build- 
ings.    (Hayward)   Y  82b 
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Appraisals — Continued:  Exhibit       Page 

Subdivision  of  building  estimates  sub- 
mitted by 

The  Charles  McCaul  Company  of 

Philadelphia,  Pa.     (Hayward).  Z  83b 
Henry   Shenk  Company  of   Pitts- 
burgh, Pa.     (Hayward ) AA          84b 

Comparison  of  Auditor's  book  value 
with  estimated  replacement  value  of 
property  in  the  State  of  Pennsyl- 
vania devoted  to  public  use.  (  Gil- 
lette)       TT         116b 

Comparison  of  unit  values — New  Eng- 
land, Chicago,  Pacific  Telephone  and 
Telegraph  Company  and  Pennsyl- 
vania appraisals.      ( Paine) 4H  289b 

Of  the  properties  of  The  Bell  Tele- 
phone Company  of  Pennsylvania  and 
The  Central  District  Telephone  Com- 
pany in  Pennsylvania  as  of  Aug.  31, 
1912.     (Paine)   41  291b 

Analysis  of  direct  and  overhead 
charges  appearing  in  appraisal  of 
properties  of  The  Bell  Telephone 
Company  of  Pennsylvania  and  The 
Central  District  Telephone  Company 
in  Pennsylvania  as  of  Aug.  31.  1912. 
(Paine)  ' 4M  302b 

Estimated  increase  in  properties  of 
The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central  Dis- 
trict Telephone  Company  in  Penn- 
sylvania subsequent  to  Aug.  31, 
1912.     (Paine)   ^ 4X  303b 

Assets   Acquired   Out   of   Earnings: 

Up  to  Dec.  31.  1913.     (  Trax  i 5A  370b 
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Assets   and   Liabilities:  Exhibit       Page 

The  Bell  Telephone  Company  of  Penn- 
sylvania, Dec.  31.  1911,  1912  and 
1913.     (Trax)    3N  258b 

The  Central  District  Telephone  Com- 
pany, Dec.  31.  1911.  1912  and  1913. 
(Trax)     30  260b 

The  Central  District  Telephone  Com- 
pany in  Pennsylvania.  Dec.  31,  1913. 

(Trax)     .....' 3P 

Page  1        262b 

Method  of  preparing  estimate  of,  as  of 
Dec.  31,  1913,  for  The  Central  Dis- 
trict Telephone  Company  in  Pennsyl- 
vania.    (Trax) 3P 

Page  2       263b 

Assets  acquired  out  of  earnings  up  to 

Dec.  31.  1913.     (Trax) 5A  370b 

Auditor's   Book   Value: 

Property  devoted  to  public  use  in  the 
State  of  Pennsylvania  a?  of  Aug. 
31,  1912  &  1913^ 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central 
District  Telephone  Company  in 

Pennsylvania,     (^^^iley)    BB  85b 

The  Bell  Telephone  Company  of 

Pennsylvania.      (Hons)    F.H          91b 

The  Central  District  Telephone 
Company       hi       Pennsylvania. 

(Hons)  ' JJ  94b 

Comparison  of,  with  estimated  replace- 
ment value  of  property  in  the  State 
of  Pennsylvania  devoted  to  public 
use.      (Gillette)    TT        116b 

Average   Book   Value: 

By  years,  1885-1913.     (Gillette) WW      120b 
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Average  Book  Value — Co)i tinned  Exhibit       Page 

Relation    of    dividends    to,    1885-1.S89. 

(Bemis)    9  538b 

Less  depreciation,  1911,  1912  &  1913. 

(Bemis)    12  542b 

Average  Capital  Stock: 

Average  capital  stock  outstanding^  and 
dividends  paid  since  organization  of 
company : 

Hudson  River  Telephone  Com- 
pany.    (Trax)    3Y  280b 

Central    Pennsylvania    Telephone 

and  Supply  Company.     (Trax)  3Z  281b 

The       Pennsylvania       Telephone 

Company.     (Trax)    4A  282b 

New  York  &  Pennsylvania  Tele- 
phone and  Telegraph  Company. 

(Trax)    "^ 4B  283b 

The  Delaware  &  Atlantic  Tele- 
graph «Sc  Telephone  Company  of 

Pennsylvania.      (Trax)    4C  284b 

The  Bell  Telephone  Company  of 
Pennsylvania  (formerly  The 
Bell     Telephone     Company     of 

Philadelphia).      (Trax)    4D  285b 

The  Central  District  Telephone 
Company  (formerly  The  Cen- 
tral District  &  Printing  Tele- 
graph Company).  (Trax) ....  4E  286b 
The  Bell  Telephone  Company  of 
Pennsylvania  and  Associated 
Companies,  State  of  Pennsyl- 
vania.    (Trax) .           4F           287b 

Average  capital  stock  outstanding  and 
dividends  paid  since  organization  of 
companies,  attributable  to  telephone 
operations  in  the  State  of  Penn- 
sylvania.    (Trax)    4G  288b 

Dividends  paid  on.  1880-1884.  (Bemis)  9  538b 
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Balance   Sheets:  Exhibit       Page 

The  Bell  Telephone  Company  of  Penn- 
sylvania, Dec.  31,  1911,  1912  &  1913. 
(Trax)    3N  258b 

The  Central  District  Telephone  Com- 
pany, Dec.  31,  1911,  1912  &  1913. 
(Trax)    30  260b 

The  Central  District  Telephone  Com- 
pany in  Pennsylvania,  Dec.  31,  1913. 

(Trax)    '. 3P 

Page  1        262b 

Method  of  preparing  estimate  of 
assets  and  liabilities  as  of  Dec.  31, 
1913,  for  The  Central  District  Tele- 
phone   Company     in     Pennsylvania. 

(Trax)    .' ' 3P 

Page  2       263b 

Bell     Telephone     Company     of     Penn- 
sylvania, The  (Formerly  The  Bell 
Telephone    Company    of    Philadel- 
phia) : 
Dividends   paid   since   organization   of 

company.     (Trax)   4D  285b 

Bell  Telephone  Company  of  Penn- 
sylvania and  Associated  Com- 
panies,  State   of  Pennsylvania: 

Dividends   paid   since   organization   of 

companies.     (Trax)    4F  287b 

Average  capital  stock  outstanding  and 
dividends  paid  since  organization  of 
companies,  attributable  to  telephone 
operations  in  the  State  of  Penn- 
sylvania.    (Trax)    4G  288b 

Bemis,   Edward  W. : 

Development  cost  statement — "Wis- 
consin" or  historical  method  : 

8%,  7%,  6%  fair  return 1  527b 

6%  fair  return 2  529b 
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Bemis,  Edward  W. — Continued  Exhibit       Page 

Annual  per  cent,  depreciation  not  cared 

for  by  current  maintenance 3  531b 

Annual  depreciation  percentages  ap- 
plied to  Auditor's  book  value  as  of 
Aug.  31,   1912 4  532b 

Per  cent,  of  depreciation  to  estimated 
replacement  value  as  of  Aug.  31. 
1912 5  533b 

Depreciation  up  to  Aug.  31,  1912,  as 
applied  to  Auditor's  book  value.  ...  6  534b 

Accrued  depreciation,  depreciation  re- 
serves, and  profits,  1913 7  535b 

Relation  of  construction  in  process  to 

plant  in   service 8  537b 

Early  profits:  (a)  Dividends  paid  on 
average  capital  stock,  1880-1884; 
(b)  Relation  of  dividends  to  average 
book  value,  1885-1889 9  538b 

Fair  value  of  the  property  of  The  Bell 
Telephone  Company  of  Pennsylvania 
and  The  Central  District  Telephone 
Company  in  Pennsylvania 10  539b 

Revenue,  Expenses  and  Profit  for  the 

years  1911,  1912  &  1913 11  541b 

Profits,  dividends  and  surplus  for  the 

years  1911.  1912  &  1913 12  542b 

Estimate  of  cost  to  American  Tele- 
phone &  Telegraph  Company  for 
rights  to  licensee  companies 13  543b 

Bethell,   F.   H.: 

Chart  showing  average  telephone  rev- 
enue per  station,  average  telephone 
expenditures  per  station,  and  number 
of  stations  in  service,  Dec.  31.  1884- 
1913 51  382b 


5L 

463b 

5L 

465b 

5P 

514b 

5P 

518b 
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Bethell,  F.  H. — Continued  Exhibit      Page 

Statement  showing-  number  of  stations 
in  service,  and  exchange  revenue, 
toll  revenue,  total  telephone  revenue, 
current  telephone  expenses,  and  book- 
valuation    of    physical   property    per 

station— 1884-1913  5J  383b 

Rates  for  exchange  service  and  com- 
mercial conditions  affecting  rates.  .  .  5K  385b 
Schedule  of  net  annual  exchange  rates 

in  effect  at  Philadelphia,  Pa 

Pittsburgh,  Pa 

Contract  for : 

Retail  message  rate  and  flat  rate 

service  

Wholesale  message  rate  service. .  . 
Hotel    private    branch     exchange 

service   5P  522b 

Bills   Receivable: 

Stocks  and  bonds  owned  and  bills  re- 
ceivable from  other  telephone  com- 
panies.    (Trax)   5D  375b 

Bonds : 

Cost  of  money,  public  utility  company 

mortgage  bonds.     (Paine)   4J  293b 

Earnings  statements  of  25  public 
utility  companies  whose  -bonds  are 
handled  by  Harris,  Forbes  &  Co. 
( Addinsell)    40  306b 

Stocks  and  bonds  owned  and  bills  re- 
ceivable from  other  telephone  com- 
panies.     (Trax) 5D  375b 
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Book   Value:  Exhibit       Page 

Property  devoted  to  ])ul)lic  use  in  the 
State  of  rennsylvania  as  of  Aug. 
31,  1912  &  1913' 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central 
District  Telephone  Company  in 

Pennsylvania.     (Wiley)   BB  85b 

The  Bell  Telephone  Company  of 

Pennsylvania.     (Hons)    HH         91b 

The  Central  District  Telephone 
Company       in        Pennsylvania. 

(Hons)    '. JJ  94b 

Comparison  of,  with  estimated  re- 
placement value 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central 
District  Telephone  Company  in 

Pennsylvania.     (Gillette)    TT         116b 

Average  book  value,  by  years,    1885- 

1913.     (Gillette)    WW     120b 

Statement  showing  number  of  stations 
in  service,  and  exchange  revenue, 
toll  revenue,  total  telephone  revenue, 
current  telephone  expenses  and  book 
valuation  of  physical  property,  per 
station,   1884-1913.      (  Bethell)'   .  .  .  .  h]  383b 

Relation  of  dividends  to  average  book 

value,  1885-1889.     (Bemis)   9  538b 

Average,   less   depreciation,   for   1911. 

1912  and  1913.     (Bemis)   12  542b 

Briggs,   Frankland: 

Land  acquired  and  owned — 

The  Bell  Telephone  Company  of 
Pennsylvania — 

City  of  Philadelphia,  Pa.  ...  P  44b 

Outside  of  Philadelphia,  Pa .  .  O  50b 
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Exhibit       Page 
Briggs,  Frankland: 

Land  acquired  and  owned — Con  tinned 
The    Central    District    Telephone 

Company  in  Pennsylvania...  R  58b 

Buildings: 

Details  of  replacement  value  (new)  of 
owned  buildings  as  of  Aug.  31,  1912 
Class  1— Replacement    value    de- 
termined     by      actual 
contractors'   estimates. 

(  Hay  ward  )    S  66b 

"  2 — Replacement  value  tak-en 
as  book  value  as  of 
Sept.  1,  1912.  (Hay- 
ward)    T  70b 

"      3 — Replacement  value  taken 
as     book     value     cor- 
rected to  date  by  add- 
ing   2.4%     per    year. 
(Hay ward)    .........  U  72b 

"      A — Replacement  value  based 
on  cost  per  cubic  foot. 

(Hay ward)    V  76b 

Details  of  replacement  value  (  second- 
hand) of  owned  buildings  as  of  Aug. 
31,  1912 

Class  5 — Replacement  value  based 
on  rough  estimates  of 
second-hand  value,  in- 
cluding cost  of  altera- 
tions.     (Hayward).  ..  W  79b 
Details  of  replacement  value  (part  new 
and    part    second-hand)    of    owned 
buildings  as  of  Aug.  31.  1912 

Class  6 — Replacement  value  of 
combination  1)uildings 
figured  according  to 
Classes  4  &:  .^.  (Hay- 
ward)    '..  X  80b 


rlxiv  Index  to  Exhibits. 

Buildings — Cuntiinicd  Jixliibit       Pa*e 

I'.xplatiation  of  metliods  used  in  ob- 
taining replacement  value  of  huiUl- 

ings.     (  Hayward )    Y  S2b 

Sub-division  of  building  estimates  sub- 
mitted by 

The  Charles  AlcCaul  Company  of 

Philadelphia.     Pa.     (Hay  ward)  Z  83b 
Henry   Shenk  Coni|)any  of    Pitts- 
burgh, Pa.     (Hayward  i   A  A  84b 

Review  of  change  in  cost  of  labor  and 
material  in  building  construction. 
iCillettc)    UU        117b 

Building   Construction: 

Review  of  change  in  cost  of  labor  and 
material  in  building  construction. 
(Gillette)    ^ UU        117b 

Capital   Stock: 

Earnings  on.  invested  in  telephone  op- 
erations in  Pennsylvania.  Jan.  1. 
1883,  to  Oct.  31.  1913.     (Trax) ....  4Z  369b 

Capitalization: 

Comparison  of,  with  property  invest- 
ment Tan.  1,  1885,  to  Oct.  31.  1913. 
(Trax)    5E  376b 

Central   District   Telephone   Company, 

The    (  h\:)rmerly  The  Central  Dis- 
trict and  Printing  Telegraph  Com- 
pany) : 
Dividends    jiaid    since   organization    of 

conipau}-.     ( Trax  i   4E  286b 

Central   Offices: 

List  of  central  offices  established  since 

Jan.  1,  \9Q9.     (Trax )   3M  255b 


Index  to  Exhibits. 
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Central     Pennsylvania     Telephone     &       Exhibit       Pa:^c 
Supply  Company: 

Dividends   paid    since   organization    of 

company.      ( Trax)    3Z  281b 

Charges  (  Direct  and  Overhead  )  : 

Analysis  of,  appearing  in  appraisal  of 
properties  of  The  Bell  Telephone 
Company  of  Pennsylvania  and  The 
Central  District  Telephone  Company 
in  Pennsylvania  as  of  Aug.  31,  1912. 
(Paine)' 4M  302b 


Chart: 

Showing  predecessor  Bell  Licensee 
Companies  and  other  telephone  com- 
panies purchased  or  merged. 

The   Bell  Telephone  Company  of 

Pennsylvania.     ( Trax )   

The    Central    District    Telephone 
Company        in        Penns\^lvania. 

(Trax)    

Organization,  The  Bell  Telephone 
Company  of  Pennsylvania  and 
Associated  Companies.  (Trax)  ... 
Showing  by  states  for  the  United 
States,  the  nativity  of  population, 
telephones  per  100  population  and 
percentage  of  illiterates.  (Hay- 
ward)   

Exchange  traffic — Altoona,  Pa.     (Syl- 
van)      

Bryn      Mawr,      Pa. 

(Sylvan)     

Carbondale.  Pa. 

(Sylvan)     

Greensburg,  Pa. 

(Sylvan)     

Hamburg,  Pa.  (Syl- 
van)     


MM       101b 


XX        103b 


OO        105b 


3L 

253b 

4\\' 

346b 

4\V 

347b 

4\V 

34813 

4\\' 

34<>b 

4W 

350b 

4\V 

35  lb 

4\\' 

352b 

4\\' 

353b 

4\\' 

354b 

4^^' 

355b 

4\\' 

356b 

4\\' 

357b 

4\\' 

358b 
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Chart:  Exhibit       Pas;e 

l'~xcb.'inL;e  traffic — Contiiuicd 

1  larrisburg^.  Ta. 

(  Sylvan)    

Humnielstown,    Pa. 

(Sylvan  )    

Mt.     Pleasant.     Pa. 

(Sylvan)    

Philadelphia,         Pa. 

( Sylvan  )    

Pittsburgh.  I 'a. 

(Sylvan  )    

Pottstown.  Pa.    (Syl- 
van)     

Reading.  Pa.      ( Syl- 
van )    

Scranton.  P'a.     (Syl- 
van )    

Traffic  between  exchanges : 

Eastern  Division,   The  Bell  Tele- 
phone    Company     of     Pennsxl- 

vania.     (Sylvan )    4X  359b 

Plarrisburg     Division,     The     Bell 
'                   Telephone    Company    of    Penn- 
sylvania.    (  Sylvan  )   4X  361b 

The    Central    District    Telephone 
Companv  in  Pennsvlvania.  (  Svl- 

van)    ..' ' '.  .  4X  363b 

Showing  method  of  obtaining  cost  of 

"(loing  \'alne".     (Cooley )    5G  379b 

Showing  average  telephone  revenue 
per  station,  average  telephone  ex- 
])en(litures  per  station,  and  number 
of  stations  in  service.  Dec.  31.  1884 
to  1^)13.     (P.ethell)    51  382b 

Circuits: 

Map  showing  toll  circuits  in  the  State 

of  Pennsvlvania  (  Svlvan  )    4U  343b 
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Comparison:  Exhibit      Page 

Of  Auditor's  book  value  with  esti- 
mated replacement  value  of  property 
in  the  State  of  Pennsylvania  devoted 
to  public  use.     (Gillette)    TT         116b 

Of  Plant  Accountant's  average  unit 
costs  for  poles  with  average  unit 
costs  used  in  Pennsylvania  inventory. 
(Gillette)   .'.  VV        118b 

Table  of  prices  for  materials  supplied 
by  Western  Electric  Company  for 
years  1912  and  1913.     (Swope)    .  .  .  31)  230b 

Of  unit  values — New  England,  Chi- 
cago, Pacific  Telephone  and  Tele- 
graph Company,  and  Pennsylvania 
appraisals.     (Paine )    4H  289b 

Of  capitalization  with  property  invest- 
ment. Tan.  1,  1885,  to  Oct.  31,  1913. 
(Trax )    5E  376b 

Of  receipts  from  all  sources  with  total 
expenditures  for  all  purposes.  Jan. 
1,  1885.  to  Oct.  31,  1913.     (Trax  ) .  .  51'       _     378b 

Connecting  Companies:  < 

Names  of,  and  localities  served 

The  Bell  Telephone  Company  of 

Pennsylvania.      (Sylvan)    .  .  .  4T  333b 

The    Central    District    Telephone 
Company      in      Pennsylvania. 

(Sylvan)    ' 4T  339b 

List  of  localities  to  which  Pell  service 
has  been  extended  since  Jan.  1,  1909, 
in  the  territory  of  The  Bell  Tele- 
phone Company  of  Pennsylvania, 
and  since  Dec.  1,  1910,  in  the  terri- 
tory of  The  Central  District  Tele- 
phone Company  in  Pennsylvania,  by 
means  of  either  the  Bell  Company's 
lines  or  lines  of  Rural  Tine  Associa- 
tions or  Connecting  Companies. 
(Trax) 5M  467b 


clxviii  Index  to  Exhibits. 

Construction   in   Process:  Exhibit      Page 

Relation     of,     to     plant     in     service. 

(Bemis)    8  537b 

Contingencies  and  Omissions: 

Estimated  replacement  value  of  prop- 
erty  devoted   to   public   use   in   the 
State  of  Pennsylvania 
As  of  Aug.  31,  1912 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Cen- 
tral District  Telephone  Com- 
pany in  Pennsylvania.  (Hay- 
ward)   B  5b 

The  Bell  Telephone  Company  of 

Pennsylvania.     (Hayward)  . .  e  335 

The  Central  District  Telephone 
Company     in      Pennsylvania. 

(Hayward)    F  34b 

As  of  Aug.  31,  1913 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Cen- 
tral District  Telephone  Com- 
pany in  Pennsylvania.  (Hay- 
ward)   G  35b 

The  Bell  Telephone  Company  of 

Pennsylvania.     (Hayward) .  .  H  36b 

The  Central  District  Telephone 
Company     in     Pennsylvania. 

(Hayward)    I  37b 

Estimate  of  structural  value  of  plant  as 

of  Aug.  31.  1912.     (Hayward) N  42b 

Estimate  of  structural  value  of  plant  as 

of  Aug.  31.  1913.     (Hayward) ....  O  43b 

Comparison  of  Auditor's  book  value 
with  estimated  replacement  value  of 
property  in  the  State  of  Pennsylvania 
devoted  to  public  use.     (Gillette)...  TT         116b 


hid  ex  to  Exhibits.  clxix 

Contingencies  and  Omissions — Continued  Exhibit  Page 
Appraisal  of  the  properties  of  The 
Bell  Telephone  Company  of  Penn- 
sylvania and  The  Central  District 
Telephone  Company  as  of  Aug.  31, 
1912.     (Paine) 41  291b 

Contract : 

Standard    \\'estern    Electric    Company 

service  contract.     (Swope)    3E  231b 

Between  The  American  Bell  Telephone 

Company  and  Western  Electric  Com- 
pany, dated  Feb.  6,  1882.  (Swope) .  3F  237b 
Modification  of  contract  dated  Feb.  6, 

1882.     (Swope)   3G  245b 

For  retail  message   rate  and   flat   rate 

service.     (Bethell)   5P  514b 

For    wholesale    message    rate    service. 

(Bethell)    5P  518b 

For    hotel    private    branch    exchange 

service.     (Bethell)  5P  522b 

Cooley,    Prof.    Mortimer   E. : 

Illustrative  diagram  showing  method  of 

obtaining  cost  of  "Going  Value".  ..  50  379b 

Cost  of  Money: 

Appraisal    of    the    properties    of    The 

Bell  Telephone  Company  of  Penn- 
sylvania   and    The    Central    District 

Telephone  Company  in  Pennsylvania. 

as  of  Aug.  31.  1912.     (Paine)   

Public  utility  company  mortgage  bonds. 

(Paine  )    

Pul)lic     utility     company     short     term 

notes.      (  Paine)    

Public      utility      securities- — s  t  o  c  k  s. 

(Paine)    


41 

291b 

4J 

293b 

4K 

298b 

4L 

301b 
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Cost  of  Money — Continued  Exhibit       Poge 

Analysis  of  direct  and  overhead 
charges  appearinj^  in  appraisal  of 
])roiierties  of  The  15ell  Telephone 
Company  of  Pennsylvania  and  The 
Central  District  Telephone  Com- 
pany in  Pennsylvania,  as  of  Auc^.  31, 
1912.     (Paine) ...  4M  302b 

Estimated  increase  in  properties  of 
The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central  Dis- 
trict Telei)hone  Company  in  Penn- 
sylvania subsecjuent  to  Aug-.  31, 
1912.     (  Paine ) 4X  303b 

Cost   (  Development)  : 

See  Development  Cost. 

Cost  (Direct  and  Overhead)  : 

See  Charges  (Direct  and  Overhead). 

Costs  (Unit)  : 

See  Unit  Costs. 

Curves : 

Used  in  connection  with  determination 
of  interest  and  operating  expenses 
during  development.     (Hayward)..  D  10b 

Showing  percentage  distribution  of 
construction  expenditures  over  a 
period  of  six  years,  by  quarters — 
used  in  calculating  interest  and  op- 
erating expenses  during  develop- 
ment.     (Hayward  )    YY 

Page  1        122b 


Index  to  Exhibits.  clxxi 

Curves — Continued  Exhibit       Page 

Showing  distribution  of  expenditures 
over  a  period  of  six  years,  by  quar- 
ters, for  construction  and  operation, 
not  including  appropriation  to  re- 
serve for  depreciation — used  in 
calculating"  interest  and  operating 
expenses  during  development.  (  Hay- 
ward  I    ^  ^ 

Page  2        123b 

Showing  distribution  of  expenditures 
over  a  period  of  six  years,  by  quar- 
ters, for  organization  and  develop- 
ment, supplies,  furniture  and  fix- 
tures, tools,  teams  and  motor  ve- 
hicles, construction,  selling  service 
and  operating  expenses  less  appro- 
priation to  reserve  for  depreciation  ; 
also  distribution  of  expenditures 
per  quarter  for  organization  and 
development,  supplies,  furniture  and 
fixtures,  tools,  teams  and  motor 
vehicles,  construction  ( less  material 
and  material  supervision),  land, 
buildings,  central  office  equipment, 
underground  conduit,  selling  service 
and  operating  expenses  less  woman's 
labor  and  appropriation  to  reserve 
for  depreciation.      (  Ha\\\ard  )    .  .  .  .  '^  "^ 

Page  3        124b 

Western  Electric  Company's  annual 
sales — all  houses,  from  1S85  to  1913. 
inclusive.      (Swope)    3  A  221b 

Showing  population,  station  develop- 
ment and  percentage  of  telephone 
stations  to  i)opulation,  1884  to  l'H4. 
(Haywardi   :....  31  249b 


clxxii  Index  to  Exhibits. 

Curves^'Coiiii)iiicd  Exhibit       Page 

Showing  estimated  future  poijulation, 
number  of  telephone  stations,  includ- 
ing Bell,  Bell  connecting  and  com- 
peting company  stations  and  per- 
centage of  telephone  stations  to 
population,  1913  to  1950.  (I  fay- 
ward  )    3]  250b 

Determination      of      "Going      \'alue", 

10%,  9%,  8%  fair  return.    (Gillette)  5H  381b 

Showing  average  telephone  revenue 
per  station,  average  telephone  ex- 
penditures per  station,  and  number 
of  stations  in  service,  Dec.  31,  1884 
to  1913.     (Bethell)    51  382b 

Daily   Local   Calls: 

Average  of  two  days  each  month — 

Altoona,  Pa.     (  Sylvan) 

,  Bryn  Mawr,  Pa.  (Sylvan)... 
Carbondale,  Pa.  (Sylvan) .... 
Greensburg,  Pa.     (Sylvan) .... 

Hamburg,   Pa.      (Sylvan) 

Harrisburg,  Pa.  (Sylvan) .... 
Hummelstown,  Pa.  (Sylvan). 
Mt.  Pleasant,  Pa.  (Sylvan).. 
Philadelphia,  Pa.  (Sylvan) .  .  . 
Pittsburgh,   Pa.      (Sylvan) .... 

Pottstown,  Pa.     (Sylvan) 

Reading,  Pa.     (Sylvan) 

Scranton.  Pa.      (Sylvan) 

Delaware  and  Atlantic  Telegraph  and 
Telephone  Company  of  Penn- 
sylvania, The: 

Dividends   paid   since   organization   of 

company.     (Trax)   4C  284b 

Depreciation: 

Annual  depreciation  rates.  (Hay- 
ward) T  38b 


5N 

511b 

5N 

511b 

5N 

511b 

5N 

511b 

5N 

511b 

5N 

511b 

5N 

511b 

5N 

511b 

5N 

511b 

5N 

511b 

5N 

511b 

5N 

511b 

5N 

511b 
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Depreciation — Continued  lixliibit       Page 

Proper  annual  appropriation  to  depre- 
ciation reserve 

The  Bell  Telephone   Company  of 

Pennsylvania   and   The   Central 

District  Telephone  Company  in 

Pennsylvania.     (Tdayward)    ...  K  39h 

The  Bell  Telephone   Company  of 

Pennsylvania.      ( Hayward  )    .  .  .  L  40b 

The    Central    District    Telephone 
Company       in        Pennsylvania. 

(Hayward )    i\I  41b 

Current  maintenance  and  depreciation 
as  a  percentage  of  plant  cost,  1885- 

1913.      (Gillette)    WW      120b 

Percentage  of  current  maintenance  and 
depreciation  claimed  for  year  1912. 

(Gillette)    ' XX        121b 

Pictures   to   illustrate   some   causes   of 

functional  depreciation.    (Hayward)  ZZ  125b 
Annual  percent,  not  cared  for  by  cur- 
rent maintenance.      (Bemis)    

Annual,     applied     to     Auditor's    book 
value  as  of  Aug.  31.  1912.     (Bemis) 
Percent,  of.  to  estimated  replacement 
value  as  of  Aug.  31.  1912.     (IJemis  i 
Up   to   Aug.   31,    1012.   as  applied   to 
Auditor's  book  value.     (Bemis) .... 
Accrued  depreciation,  depreciation  re- 
serves, and  profits.  1913.     (Bemis). 
Maintenance  and  depreciation  for  the 
years  1911.  I*n2  cK:  1^13.     (  I'.emis  i  . 

Deterioration : 

Estimate  of  structural  value   of   ])UuU 
in  the  State  of   Pennsylvania  as  of 

Aug.  31.  1012.     (I  lay  ward)    X  42b 

Aug.  31.  1013.     (  1  lavward  )    O  43b 


3 

531b 

4 

532b 

5 

533b 

6 

534b 

7 

535b 

1 

5411) 

Exhibit 

Page 

CC 

86b 

DD 

87b 
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Determination  of  Working  Capital: 

Summary  of.      (Wiley)    

Determination  of.      (  W'ik-y  )    

Plant  investment  and  stations  in  serv- 
ice 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Cen- 
tral District  Telephone  Com- 
panv  in  Pennsylvania. 
(Wiley)    ' EE  88b 

The   Bell  Telephone  Company  of 

Pennsylvania.      ( Hons )    ....  II 

Page  1  92b 

The  Central  District  Telephone 
Company     in      Pennsylvania. 

(Hons)     KK 

Page  1         95b 

Proportion  of  plant  investment  and 
stations  in  service  in  the  State  of 
Pennsylvania — The  Central  District 
Telephone  Company.     (  Hons )    ....  KK 

Page  3         97b 

Statement  of  cash  balances 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Cen- 
tral District  Telephone  Com- 
pany in  P  e  n  n  s  v  1  v  a  n  i  a. 
(Wiley)    ' FF  89b 

The  Bell  Telephone  Company  of 

Pennsylvania.      ( Hons )    II 

Page  2         93b 

The    Central    District    Telephone 
C  o  m  p  a  n  y     in     Pennsylvania. 

(Hons )     KK 

Page  2         96b 
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Development  Cost:  Exhibit       Page 

Determination  of  interest  and  operat- 
ing expenses  during  development : 
The  Bell  Telephone  Compan}-  of 

Pennsylvania.     (  Hay  ward  )    ...  C 

Page  1  6b 

The    Central    District    Telephone 
Company       in        Pennsylvania. 

(Hayward )    C 

Page  2  8b 
Curves    used    in    connection    with    de- 
termination of  interest  and  operating 
expenses  during  development.   (Hay- 
ward)    '..             D             10b 

Statement  of — "Wisconsin"'  or  histor- 
ical method 

10%.  9%.  8%  fair  return.     (Gil- 
lette)      PP         108b 

8%  fair  return.     (Gillette)    OO        110b 

8%,  7%,  6%  fair  return.    (Bemis)  1  527b 

6%  fair  return.     (Bemis)    2  529b 

Curves  showing  percentage  distribu- 
tion of  construction  expenditures 
over  a  period  of  six  years,  by  quar- 
ters— used  in  calculating  interest 
and  operating  expenses  during  de- 
velopment.    (Hayward  )   YY 

Page  1        1221) 

Curves  showing  distribution  of  ex- 
penditures over  a  period  of  six  years, 
by  quarters,  for  construction  and 
operation,  not  including  appropria- 
tion to  reserve  for  depreciation — 
used  in  calculating  interest  and 
operating  expenses  during  develop- 
ment.    (Havward  )    ^'Y 

Vixize  2       123b 
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Development  Cost  —C'outiiiitcd  Exhibit       i^age 

Curves  showing  distribution  of  ex- 
penditures over  a  perio<l  of  six 
years,  by  quarters,  for  organization 
and  development,  supplies,  furniture 
and  fixtures,  tools,  teams  and  motor 
vehicles,  construction,  selling  service 
and  operating  expenses,  less  appro- 
priation to  reserve  for  depreciation ; 
also  distribution  of  expenditures  per 
quarter  for  organization  and  devel- 
opment, supplies,  furniture  and  fix- 
tures, tools,  teams  and  motor  vehicles, 
construction  (less  material  and  ma- 
terial supervision),  land,  buildings, 
central  office  equipment,  under- 
ground conduit,  selling  service  and 
operating  expenses,  less  woman's 
labor  and  appropriations  to  reserve 
for  depreciation.      (Hayward )    ....  \Y 

Page  3        124b 

Development  (Stations  )  : 
See  Station.s. 

Diagram : 

Drawn  by  witness  to  illustrate  testi- 
mony.    (Robb)    4R  308b 

Showing  method  of  obtaining  cost  of 

''Going  A'alue".      (  Cooley  ) 5G  379b 

Direct   Charges: 

See  Charges   (Direct  and  Overhead). 

Directories,  Telephone : 

Method   of   listing   subscribers    in    the 

various  directories.     (Svlvan)   4Y  365b 
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Dividends:  Exhibit      Page 

Dividends  paid  since  organization  of 
company 

Hudson    River    Telephone    Com- 
pany.    (Trax)    3Y  280b 

Central  Pennsylvania  Telephone  & 

Supply  Company.     (Trax)    ...  3Z  281b 
The  Pennsylvania  Telephone  Com- 
pany.    (Trax)    4A  282b 

New  York  &  Pennsylvania  Tele- 
phone   &    Telegraph    Company. 

(Trax)    4B  283b 

The    Delaware    &    Atlantic    Tele- 
graph &  Telephone  Company  of 

Pennsylvania.     (Trax)   4C  284b 

The  Bell  Telephone  Company  of 
Pennsylvania  (Formerly  The 
Bell  Telephone  Company  of 
Philadelphia).  (Trax)  .'.....  4D  285b 
The  Central  District  Telephone 
Company  (Formerly  The  Cen- 
tral District  &  Printing  Tele- 
graph Company).  (Trax)  ...  4E  286b 
The  Bell  Telephone  Company  of 
Pennsylvania  and  Associated 
Companies — State  of  Pennsyl- 
vania.     (Trax)    4F           287b 

Average  capital  stock  outstanding  and 
dividends  paid  since  organization  of 
companies,  attributable  to  telephone 
operations  in  the  State  of  Pennsyl- 
vania.    (Trax)  4G  288b 

Earnings  on  capital  stock  invested  in 
telephone  operations  in  Pennsyl- 
vania. Jan.  1,  188.S,  to  Oct.  31.  1913. 

(Gillette)    4Z  369b 

Dividends  and  interest  received  from 

other  telephone  companies.     fTrax^i  5D  375b 


clxxviii  Index  to  Exhibits. 

Dividends — Continued  Exhibit       Page 

Early  profits:    (a)    Dividends  paid  on 

average    capital    stock,     1880-1884; 

(b)  Relation  of  dividends  to  average 

book  value,  1885-1889.     (Bemis)..  9  538b 

Profits,  dividends  and  surplus  for  the 

years  1911,  1912  &  1913.     (Bemis).  12  542b 

Earnings : 

Return  on  investment  in  sundry  manu- 
facturing corporations  not  under 
governmental  control.     (Sterrett) . .  40  304b 

Return  on  investment  in  sundry  trad- 
ing corporations  not  under  govern- 
mental control.     (Sterrett)    4P  305b 

Of  25  public  utility  companies  whose 
bonds  are  handled  by  Harris,  Forbes 
&  Co.     (Addinsell)   4Q  306b 

On  capital  stock  invested  in  telephone 
operations  in  the  State  of  Pennsyl- 
vania, Jan.  1,  1885,  to  Oct.  31,  1913. 
(Trax)    4Z  369b 

Assets  acquired  out  of,  up  to  Dec.  31, 

1913.     (Trax)    5A  370b 

See  also  Revenue 
Profits. 

Electric   Manufacturing   Companies: 

Ratio    of    profits    to    net    investment. 

(Swope)    3B  222b 

Establishing   Business : 

Estimated  replacement  value  of  prop- 
erty  devoted   to   public   use    in   the 
State  of  Pennsylvania 
As  of  Aug.  31.  1912 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central 
District  Telephone  Company  in 
Pennsvlvania.     ( Havward)    ...  B  5b 
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Establishing  Business  ExJiibit      Page 

Estimated  replacement  value  of  prop- 
erty  devoted   to   public   use   in   the 
State  of  Pennsylvania. 
As  of  Aug.  31,  1912 — Continued 
The  Bell  Telephone  Company  of 

Pennsylvania.     (Hay ward)   ...       ^     E  33b 

The  Central  District  Telephone 
Company  in  Pennsylvania. 
(Hayward)    \ F  34b 

As  of  Aug.  31,  1913 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central 
District  Telephone  Company  in 
Pennsylvania.     (Hayward)    ...  G  35b 

The  Bell  Telephone  Company  of 

Pennsylvania.     (Hayward)    ...  H  36b 

The  Central  District  Telephone 
Company  in  Pennsylvania. 
(Hayward)     I  37b 

Estimate  of  structural  value  of  plant 

as  of  Aug.  31,  1912.     (Hayward)..  N  42b 

Estimate  of  structural  value  of  plant 

as  of  Aug.  31.  1913.     (Hayward)..  O  43b 

Comparison  of  Auditor's  book  value 
with  estimated  replacement  value  of 
property  in  the  State  of  Pennsyl- 
vania devoted  to  public  use.  (Gil- 
lette)       TT        116b 

Appraisal  of  the  properties  of  The 
Bell  Telephone  Company  of  Pennsyl- 
vania and  The  Central  District  Tele- 
phone Company  in  Pennsylvania  as 
of  Aug.  31,  1912.     (Paine)   41  291b 
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Establishing  Business — Continued 

Analysis  of  direct  and  overhead 
charges  appearing  in  appraisal  of 
properties  of  The  Bell  Telephone 
Company  of  Pennsylvania  and  The 
Central  District  Telephone  Company 
in  Pennsylvania  as  of  Aug.  31,  1912. 

(Paine)    

Estimated  increase  in  properties  of 
The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central  Dis- 
trict Telephone  Company  in  Penn- 
sylvania subsequent  to  Aug.  31,  1912. 
(Paine)    

Estimated  Increase  in  Properties: 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central  Dis- 
trict Telephone  Company  in  Penn- 
sylvania subsequent  to  Aug.  31,  1912. 
(Paine)    

Exchange   Traffic   Charts : 

Altoona,  Pa.     (Sylvan)    

Bryn  Mawr,  Pa.     (Sylvan)   

Carbondale,  Pa.     (Sylvan)    

Greensburg,  Pa.     (Sylvan)    

Hamburg.  Pa.     (Sylvan)   

Harrisburg.  Pa.     (Sylvan)    

Hummelstown,  Pa.     (Sylvan)    

Mt.  Pleasant,  Pa.     (Sylvan)   

Philadelphia,  Pa.     (Sylvan)    

Pittsburgh.  Pa.     (Sylvan)    

Pottstown.  Pa.     (Sylvan)    

Reading,  Pa.     (Sylvan)   

Scranton.  Pa.     (Sylvan)    

Exchanges: 

Population,  station  development,  miles 
of  toll  circuit  and  exchanges  in  serv- 
ice. 1884  to  1914.     (Havward)   .... 
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Exchanges — Continued  Exhibit       Page 

List  of  central  offices  established  since 

Jan.  1,  1909.     (Trax)   3M  255b 

Map  showing  development  and  relative 
percentage  of  Bell,  connecting  and 
independent  telephones  in  the  various 
exchange  areas  in  the  State  of  Penn- 
sylvania.    (Sylvan)  4S  309b 

Percentage  of  toll  using  subscribers  in 
typical  exchanges  in  the  State  of 
Pennsylvania  for  the  month  of  Janu- 
ary,   1913,   and    for  the   vear    1913. 

(Sylvan)    .' 4V  345b 

Chart  of  traffic  between 

Eastern  Division.  The  Bell  Tele- 
phone Company  of  Pennsyl- 
vania.    (Sylvan)    4X  359b 

Harrisburg  Division,  The  Bell 
Telephone  Company  of  Penn- 
sylvania.     (Sylvan)    4X  361b 

The  Central  District  Telephone 
Companv  in  Pennsylvania. 
(Sylvan)    '. 4X  363b 

Expenditures : 

Telephone  revenue,  telephone  expendi- 
tures and  percentage  of  expenditures 
to  revenue,  Jan.  1,  1885,  to  Oct.  31, 
1913.     (Trax) 5B  372b 

Comparison  of  receipts  from  all 
sources  with  total  expenditures  for 
all  purposes,  Jan.  1,  1885.  to  Oct. 
31,  1913.     (Trax)   5F  378b 

Chart  showing  average  telephone  reve- 
nue per  station,  average  telephone 
expenditures  per  station  and  number 
of  stations  in  service.  Dec.  31.  18S4, 
to  1913.     (Bethell)    51  382b 
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Expenses:  Exhibit      Page 

Detailed  statement  of  expenses  for  the 
years  1911,  1912  and  1913 

The   Bell  Telephone  Company  of 

Pennsylvania.     (Trax)   3U  272b 

The    Central    District    Telephone 

Company.     (Trax)    3V  274b 

The  Central  District  Telephone 
Company       in       Pennsylvania. 

(Trax)    3W         276b 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central 
District  Telephone  Company  in 

Pennsylvania.     (Trax)    3X  278b 

Statement  showing  number  of  stations 
in  service,  and  exchange  revenue, 
toll  revenue,  total  telephone  revenue, 
current  telephone  expenses  and  book 
valuation   of   physical   property   per 

station.  1884-1913.     (Bethein   5J  383b 

Revenue,  expenses  and  profits  for  the 

years  1911,  1912  &  1913.     (Bemis) ,  11  541b 

Extensions   of   Bell   Service: 

List  of  localities  to  which  Bell  service 
has  been  extended  since  ^  Jan.  1, 
1909,  in  the  territory  of  The  Bell 
Telephone  Company  of  Pennsyl- 
vania, and  since  Dec.  1,  1910,  in  the 
territory  of  The  Central  District 
Telephone  Company  in  Pennsylva- 
nia, by  means  of  either  the  Bell  ' 
Company's  lines  or  lines  of  Rural 
Line  Associations  or  Connecting 
Companies.     (Trax)   5M  467b 
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Fair  Value: 

Of  the  property  of  The  Bell  Telephone 
Company  of  Pennsylvania  and  The 
Central  District  Telephone  Company 
in  the  State  of  Pennsylvania. 
(Bemis) 

Four  and   One-half   Per  Cent.: 

Excess  payments  for  rights  to  the 
American  Bell  Telephone  Company 
above  a  reasonable  allowance  for  the 
year  1913.     (Bemis)    

Excessive  payments  for  the  years  1911, 
1912  &  1913.     (Bemis)  .' 

Estimate  of  cost  to  American  Tele- 
phone &  Telegraph  Company  for 
rights  to  licensee  companies. 
(Bemis)    

Functional   Depreciation: 

See  Depreciation. 
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539b 


7 
12 

13 


535b 
542b 

543b 


Gillette,   H.   P.: 

Development  cost  statement — "Wis- 
consin" or  historical  method 

10%,  9%,  8%  fair  return PP         108b 

8%  fair  return QO        110b 

Working  capital — 

For  years  1912  and  1914 RR        113b 

Allowances  by  Public  Utility  Com- 
missions and  appraisers  for  the 

public    SS         114b 

Comparison  of  book  value  with  esti- 
mated replacement  value  of  property 
devoted  to  public  use  in  the  State 
of  Pennsylvania,  as  of  August  31, 

1912    TT        116b 

Review  of  change  in  cost  of  labor  and 

material  in  building  construction.  ...  UU        117b 
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Gillette,  H.  P. — Continued  Exhibit      Page 

Comparison     of     Plant     Accountant's 

average   unit    costs    for    poles    with 

average  unit  costs  used  in  Penn- 
sylvania inventory   VV        118b 

Current  maintenance  and  depreciation 

as  a  percentage  of  plant  cost — 1885- 

1913  WW      120b 

Percentage  of  current  maintenance  and 

depreciation  claimed  for  year  1912.  XX        121b 

Chart  showing  determination  of  going 

value— 10%,  9%,  8%  fair  return—   ' 

"Wisconsin"  or  historical  method..  5H  381b 

"Going     Concern"     Cost     (Replacement 
Method)  : 
See    Interest    and    Operating    Ex- 
penses During  Development  (Re- 
placement Method). 

"Going     Concern"     Cost     ("Wisconsin" 
or  Historical  Method)  : 
See     "Wisconsin"     or     Historical 
Method     of     Computing     "Going 
Concern"  Cost. 

Gross  Revenue: 

See  Revenue. 

Harris,   Forbes  &  Co.: 

Earnings  statements  of  25  public  util- 
ity companies  whose  bonds  are 
handled  by  Harris,  Eorbes  &  Co. 
( Addinsell)    40  306b 

Hay  ward,   Nathan: 

Principal  items  of  plant  in  the  State 
of  Pennsylvania,  as  of  Aug.  31, 
1912    •.  ...  A  2b 
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Hay  ward,   Nathan — Continued  Exhibit      Page 

Determination  of  interest  and  operat- 
ing   expenses    during-    development 
(replacement  method) 
The  Bell  Telephone  Company  of 

Pennsylvania    C 

Page  1  6b 

The    Central    District    Telephone 

Company  in  Pennsylvania C 

Page  2  8b 

Curves  used  in  connection  with  deter- 
mination  of   interest   and   operating 

expenses  during  development D  10b 

Estimated  replacement  value  of  prop- 
erty   devoted    to    public    use    in    the 
State  of  Pennsylvania 
As  of  Aug.  31,  1912 
The  Bell  Telephone  Company  of 
Pennsylvania   and   The   Central 
District  Telephone  Company  in 

Pennsylvania    B  5b 

The  Bell  Telephone  Company   of 

Pennsylvania   E  33b 

The    Central    District    Telephone 

Company  in  Pennsylvania F  34b 

As  of  Aug.  31,  1912 
The  Bell  Telephone  Company  of 
Pennsylvania   and   The   Central 
District  Telephone  Company  in 

Pennsylvania   G  35b 

The  Bell  Telephone  Company   of 

Pennsylvania   H  36b 

The    Central    District    Telephone 

Company    I  37b 

Annual  depreciation  rates J  38b 

Proper  annual  appropriation  to  depre- 
ciation reserve 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central 
District  Telephone  Company  in 
Pennsylvania   K  39b 
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Hay  ward,  Nathan:  Exhibit      Page 

Proper  annual  appropriation  to  depre- 
ciation reserve — Continued 

The  Bell  Telephone  Company  of 

Pennsylvania    L  40b 

The    Central    District    Telephone 

Company   M  41b 

Estimate  of  structural  value  of  plant 
in  the  State  of  Pennsylvania,  as  of 

Aug.  31,   1912 N  42b 

Aug.  31,   1913 O  43b 

Details  of  replacement  value  (new)  of 
owned  buildings,  as  of  Aug.  31,  1912 
Class  1 — Replacement    value    de- 
termined     by      actual 
contractors'    estimates.  S  66b 

"      2 — Replacement  value  taken 
as    book    value    as    of 

Sept.   1,   1912 T  70b 

"      3 — Replacement  value  taken 
as     book     value     cor- 
rected to  date  by  add- 
ing 2.4%  per  year. ...  U  72b 
"      4 — Replacement  value  based 

on  cost  per  cubic  foot.  V  76b 

Details  of  replacement  value  (second- 
hand) of  owned  buildings,  as  of 
Aug.  31,  1912 

Class  5 — Replacement  value  based 
on  rough  estimates  of 
second-hand  value,  in- 
cluding cost  of  altera- 
tions      W  79b 

Details  of  replacement  value  (part  new 
and  part  second-hand)  of  owned 
buildings,  as  of  Aug.  31,  1912 

Class  6 — Replacement  value  of 
combination  buildings 
figured  according  to 
Classes  4  &  5 ....... .  X  80b 
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Hayward,   Nathan — Continued  Exhibit      Page 

Explanation  of  methods  used  in  ob- 
taining replacement  value  of  build- 
ings     Y  82b 

Sub-division  of  building  estimates  sub- 
mitted by 

The  Charles  IMcCaul  Company  of 

Philadelphia,  Pa Z  83b 

Henry  Shenk  Company  of  Pitts- 
burgh, Pa : AA         84b 

Unit  costs  used  in  determination  of  es- 
timated replacement  value  of  prop- 
erty in  the  State  of  Pennsylvania . .  .  GG  90b 

Territorial  map — The  Bell  Telephone 
Company  of  Pennsylvania  and  Asso- 
ciated Companies LL  99b 

Curves  showing  percentage  distribu- 
tion of  construction  expenditures 
over  a  period  of  six  years,  by 
quarters — used  in  calculating  inter- 
est  and   operating   expenses    during 

development  YY 

Page  1        122b 

Curves  showing  distribution  of  expen- 
ditures over  a  period  of  six  years, 
by  quarters,  for  construction  and  op- 
eration, not  including  appropriation 
to  reserve  for  depreciation — used  in 
calculating  interest  and  operating  ex- 
penses during  development YY 


Page  2        123b 


Curves  showing  distribution  of  expen- 
ditures over  a  period  of  six  years, 
by  quarters,  for  organization  and  de- 
velopment, supplies,  furniture  and 
fixtures,  tools,  teams  and  motor  ve- 
hicles, construction,  selling  service 
and  operating  expenses,  less  appro- 
priation to  reserve  for  depreciation ; 
also  distribution  of  expenditures  per 
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Hay  ward,   Nathan — Continued  Exhibit      Page 

quarter  for  organization  and  devel- 
opment, supplies,  furniture  and  fix- 
tures, tools,  teams  and  motor  ve- 
hicles, construction  (less  material 
and  material  supervision),  land, 
buildings,  central  office  equipment, 
underground  conduit,  selling  service 
and  operating  expenses  less  women's 
labor   and    appropriation   to    reserve 

for  depreciation  YY 

Page  3       124b 

Pictures  to   illustrate   some  causes  of 

functional  depreciation ZZ         12Db 

Curves  showing  population  and  station 

development— 1884  to  1914 31  249b 

Curves  showing  estimated  future  popu- 
lation, number  of  telephone  stations, 
including  Bell,  Bell  connecting,  and 
competing  company  stations,  and 
percentage  of  telephone  stations  to 
population 3J  250b 

Table  showing  estimated  population, 
stations  in  service,  percentage  of 
stations  to  population,  miles  of  toll 
circuit  and  exchanges  in  service — 
1884  to  1914 3K  251b 

Chart  showing,  by  States,  for  the 
United  States,  the  nativity  of  popu- 
lation, telephones  per  100  population 
and  percentage  of  illiterates 3L  253b 

Historical  or  "Wisconsin"  Method  of 
Computing  "Going  Concern" 
Cost: 

See  "Wisconsin"'  or  Historical 
Method  of  Computing  "Going 
Concern'^  Cost. 
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Hons,  John  H.:  Exhibit      Page 

Book    value    of    property    devoted    to 
public  use  in  the  State  of  Pennsyl- 
vania, as  of  Aug.  31,  1912  &  1913 
The  Bell  Telephone  Company  of 

Pennsylvania    HH         91b 

The    Central    District    Telephone 

Company  in  Pennsylvania J  J  94b 

Determination  of  working  capital : 

Plant  investment  and  stations  in 
service 

The  Bell  Telephone  Company 

of  Pennsylvania II 

Page  1         92b 

The  Central  District  Tele- 
phone Company  in  Penn- 
sylvania    KK 

Page  1         95b 

Proportion  of  plant  investment 
and  stations  in  service  in  the 
State  of  Pennsylvania 

The  Central  District  Tele- 
phone Company KK 

Page  3         97b 

Statement  of  cash  balances 

The  Bell  Telephone  Company 

of  Penns}^lvania   II 

Page  2         93b 

The  Central  District  Tele- 
phone Company  in  Penn- 
sylvania      KK 

Page  2         96b 

Hudson  River  Telephone  Company: 

Dividends   paid   since   organization   of 

company.     (Trax)  3Y  280b 
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Illiterates :  Exhibit      Page 

Chart  showing  by  States  for  the 
United  States,  the  nativity  of  popu- 
lation, telephones  per  100  population 
and  percentage  of  illiterates,  f  Hay- 
ward) 3L  253b 

Increase  in  Value: 

Estimated;  in  properties  of  The  Bell 
Telephone  Company  of  Pennsylva- 
nia and  The  Central  District  Tele- 
phone Company  in  Pennsylvania 
subsequent  to  Aug.  31,  1912. 
(Paine) 4N  303b 

Interest : 

Dividends  and  interest  received   from 

other  telephone  companies.     (Trax)  5D  375b 

Interest  and  Operating  Expenses  Dur- 
ing   Development    (Replacement 
Method)  : 
Determination  of 

The   Bell  Telephone  Company  of 

Pennsylvania.     (Hayward)    ...  C 

Page  1  6b 

The    Central    District    Telephone 
Company       in        Pennsylvania. 

(Hayward)     C 

Page  2  8b 

Curves  used  in  connection  with  deter- 
mination of.     (Hayward)    D  10b 

Curves  showing  percentage  distribu- 
tion of  construction  expenditures 
over  a  period  of  six  years,  by  quar- 
ters.     (Havward)    YY 

Pasre  1       122b 
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Interest  and  Operating  Expenses  Dur-       Exhibit      Page 

ing    Development    (Replacement 

Method )  — Con  tinned 
Curves  showing  distribution  of  ex- 
penditures over  a  period  of  six 
years,  by  quarters,  for  construction 
and  operation,  not  including  appro- 
priation to  reserve  for  depreciation. 

(Hayward)     YY 

Page  2  123b 
Curves  showing  distribution  of  expendi- 
tures over  a  period  of  six  years,  by 
quarters,  for  organization  and  devel- 
opment, supplies,  furniture  and  fix- 
tures, tools,  teams  and  motor  vehi- 
cles, construction,  selling  service  and 
operating  expenses  less  appropria- 
tion to  reserve  for  depreciation ;  also 
distribution  of  expenditures  per 
quarter  for  organization  and  devel- 
opment, supplies,  furniture  and 
fixture?,  tools,  teams  and  motor 
vehicles,  construction  (less  material 
and  material  supervision),  land, 
buildings,  central  office  equipment, 
underground  conduit,  selling  service 
and  operating  expenses  less  woman's 
labor   and   appropriation   to   reserve 

for  depreriation.     (Hayward) YY 

Page  3        124b 

Inventories : 

Principal  items  of  plant  in  the  State 
of  Pennsylvania  as  of  Aug.  31,  1912. 
(Hayward)    A  2b 

Investment: 

Return  on.  in  sundry  manufacturing 
corporations  not  under  govern- 
mental control.     (Sterrett)    40  304b 
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Return  on,  in  sundry  trading  corpora- 
tions not  under  governmental  con- 
trol.     (Sterrctt)    4P  305b 

Stocks  and  bonds  owned  and  bills  re- 
ceivable from  other  telephone  com- 
panies.    (Trax)   5D  375b 

Comparison  of  capitalization  with 
property  investment,  Jan.  1,  1885  to 
Oct.  31,  1913.     (Trax)   5E  376b 

Land: 

Acquired  and  owned 

The  Bell  Telephone  Company  of 
Pennsylvania — City  of  Philadel- 
phia, Pa.     (Briggs)  P  44b 

The  Bell  Telephone  Company 
of  Pennsylvania — Outside  of 
Philadelphia.  Pa.     (Briggs)...  Q  50b 

The  Central  District  Telephone 
Company  in  Pennsylvania. 
(Briggs)    .' R  58b 

Maintenance : 

Current  maintenance  and  depreciation 

as  a  percentage  of  plant  cost,  1885 

to  1913.     (Gillette)   WW      120b 

Percentage  of  current  maintenance  and 

depreciation  claimed  for  year   1912. 

(Gillette)    ' XX        121b 

Maintenance  and  depreciation  for  the 

years  1911.  1912  &  1913.     (Bemis).  11  541b 

Manufacturing   Corporations: 

Return  on  investment  in  sundry  manu- 
facturing corporations  not  under 
governmental  control.     (Sterrett)  .  .  40  304b 
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Map :  Exhibit      Page 

Territorial,  The  Bell  Telephone  Com- 
pany of  Pennsylvania  and  Associ- 
ated Companies.     (Hay ward)   LL  99b 

Showing-  telephone  companies  division 
boundaries,  Western  Electric  Com- 
pany's warehouse  service  boundaries 
and  routing  of  merchandise,  West- 
ern Electric  Company  to  warehouses. 
(Swope)    3H  247b 

Showing  development  and  relative  per- 
centage of  Bell,  Bell  connecting  and 
independent  telephones  in  the  various 
exchange  areas  in  the  State  of  Penn- 
sylvania.    (Sylvan)   4S  309b 

Showing  toll  circuits  in  Pennsylvania. 

(Sylvan)    4U  343b 

Material : 

Disbursed  in  1913  for  maintenance  and 

capital  construction.     (Paine)   50 

Page  2       513b 

McCauI  Co.,  The  Chas. : 

Subdivision  of  estimates  of  replace- 
ment values  of  buildings  submitted 
by.   ( Hay  ward )     Z  83b 

Mergers : 

Chart  showing  predecessor  Bell  licen- 
see  companies   and   other   telephone 
companies  purchased  or  merged 
The  Bell  Telephone  Company  of 

Pennsylvania.     (Trax)   MM       101b 

The  Central  District  Telephone 
Company  in  Pennsylvania. 
(Trax)    NN       103b 

Method  of  Listing  Subscribers: 

In    the    various    telephone    directories. 

(Sylvan)    4Y  365b 
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Mileage :  Exhibit      Page 

Principal  items  of  plant  in  the  State 
of  Pennsylvania  as  of  Aup^.  31,  1912. 
(Hayward)     A  2b 

Population,  station  development,  miles 
of  toll  circuit  and  exchanges  in  serv- 
ice, 1884  to  1914.     (Hayward)....  3K  251b 

Money  (Cost  of )  : 

See  Cost  of  Money. 

Money   (Sources  of)  : 

Invested  in  property  in  the  State  of 
Pennsylvania,  as  of  Oct.  31,  1913. 
(Trax)     5C  374b 

Nativity   of  Population: 

Chart  showing  by  States  for  the 
United  States,  the  nativity  of  popu- 
lation, telephones  per  100  population 
and  percentage  of  illiterates.  (Hay- 
ward)      3L  253b 

Net   Earnings: 

See  Earnings 
Revenue 
Profits. 

New  York  &  Pennsylvania  Telephone 
Company: 

Dividends   paid    since   organization   of 

company.     (Trax)    4B  283b 

Notes   (Short  Term)  : 

Cost  of  money — public  utility  company 

short  term  notes.     (Paine)    4K  298b 

Operating  Expense: 

See  Expenses. 
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Organization   Chart:  Exhibit       Page 

The  Bell  Telephone  Company  of  Penn- 
sylvania and  Associated  Companies. 
(Trax)    OO        105b 

Organization  and  Development: 

Estimated  replacement  value  of  prop- 
erty devoted  to  public  use  in  the 
State  of   Pennsylvania,   as   of   Aug. 

31,1912.     fHaywardj    ".  .  B  5b 

Determination  of  interest  and  operat- 
ing expenses  during-  development 
The  Bell  Telephone  Company  of 

Pennsylvania.     (Hay ward)    ...  C 

Page  1  6b 

The    Central    District    Telephone 
Company       in        Pennsylvania. 

(Hay ward)    C 

Page  2  8b 

Curve  of  expenditures  for,  by  quarters. 

(Hay ward)    D 


Page  22        31b 


Other   Plant   Assets: 


Estimated  replacement  value  of  prop- 
erty   devoted    to    public    use    in    the 
State  of  Pennsylvania 
As  of  Aug.  31,  1912 

The  Bell  Telephone  Company 
of  Pennsylvania  and  The 
Central  District  Telephone 
Company     in      Pennsylvania, 

(Hayward)    B  5b 

The    Bell    Telephone    Company 

of  Pennsylvania.    (Hayward)  E  33b 

The  Central  District  Telephone 
Company  in  Pennsylvania, 
(Hayward)   F  34b 


clxcvi  hides  to  Ilxhibits. 

Other  Plant  Assets:  lixhibit       Pai^e 

Estimated  replacement  value  of  prop- 
erty  devoted   to   public   use   in    the 
State  of  Pennsylvania — Continued 
As  of  Aug.  31,  1913 

The  Bell  Telephone  Company 
of  Pennsylvania  and  The 
Central  District  Telephone 
Company  in  Pennsylvania. 
(Hayward )    G  35b 

The    Bell    Telephone    Company 

of  Pennsylvania.    (Hayward)  H  36b 

The  Central  District  Telephone 
Company  in  Pennsylvania. 
(Hayward)    I  37b 

Estimate  of  structural  value  of  plant 

as  of  Aug.  31,  1912.     (Hayward) .  .  N  42b 

Estimate  of  structural  value  of  plant 

as  of  Aug.  31,  1913.     (Hayward  ) .  .  O  43b 

Book  value  of  property  devoted  to  pub- 
lic use  in  the  State  of  Pennsylvania 
as  of  Aug.  31,  1912,  and  1913 
The  Bell  Telephone  Company  of 
Pennsylvania   and   The   Central 
District  Telephone  Company  in 
Pennsylvania.     (Wiley)    BB  85b 

The  Bell  Telephone  Company  of 

Pennsylvania.     (Hons)    HH         91b 

The  Central  District  Telephone 
Company  in  Pennsylvania. 
(Hons)' ' ]]  94b 

Comparison  of  Auditor's  book  value 
with  estimated  replacement  value  of 
property  in  the  State  of  Pennsyl- 
vania devoted  to  public  use.  (Gil- 
lette)      TT        116b 
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Other  Plant  Assets — Continued 

Appraisal  of  the  properties  of  The  Bell 
Telephone  Company  of  Pennsyl- 
vania and  The  Central  District  Tele- 
phone Company  in  Pennsylvania  as 

of  Aug.  31.  1912.     (Paine)    

Analysis  of  direct  and  overhead 
charges  appearing  in  appraisal  of 
properties  of  The  Bell  Telephone 
Company  of  Pennsylvania  and  The 
Central  District  Telephone  Company 
in  Pennsylvania  as  of  Aug.  31,  1912. 

(Paine)    

Estimated  increase  in  properties  of 
The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central  Dis- 
trict Telephone  Company  in  Penn- 
sylvania subsequent  to  Aug.  31,  1912. 
(Paine)    

Overhead  Charges: 

See  Charges  (Direct  and  Overhead). 

Paine,  Francis  B.  H. : 

Comparison  of  unit  values — New  Eng- 
land, Chicago,  Pacific  Telephone  & 
Telegraph  Company,  and  Pennsyl- 
vania appraisals 

Appraisal  of  the  properties  of  The  Bell 
Telephone  Company  of  Pennsyl- 
vania and  The  Central  District  Tele- 
phone Company  in  Pennsylvania,  as 

of  Aug.  31.  1912 

Cost  of  money 

Public  utility  company — mortgage 

bonds  

Public  utility  company — short  term 

notes    

Public  utility  securities — stocks .  . 
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Exhibit      Page 


41  291b 


4M         302b 


4N  303b 


4H  289b 


41 


4J 

4K 
4L 


291b 


293b 

298b 
301b 
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Paine,  Francis  B.  H. — Continued  Exhibit       Page 

Analysis  of  direct  and  overhead 
charges  appearin.c:  in  appraisal  of 
properties  of  The  Bell  Telephone 
Company  of  Pennsylvania  and  The 
Central  District  Telephone  Company 
in  Pennsylvania,  as  of  Aug.  31,  1912  4M  302b 

Estimated  increase  in  properties  of  The 
Bell  Telephone  Company  of  Penn- 
sylvania and  The  Central  District 
Telephone  Company  in  Pennsyl- 
vania, Aug.  31,  1912,  to  Dec.  31,  1915  4N  303b 

Estimate  of  supplies  required  for  con- 
struction, replacements  and  opera- 
tion and  current  repairs,  as  of  Aug. 
31,  1912;  also  material  disbursed  in 
1913  for  maintenance  and  capital 
construction    50  512b 

Peg   Counts: 

Daily  local  calls — average  of  two  days 
each  month 

Altoona,  Pa.     (Sylvan)    5N  511b 

Bryn  Mawr.  Pa.     (Sylvan)   5N  511b 

Carbondale.  Pa.     (Sylvan)    5N  511b 

Greensburg,  Pa.      (Sylvan)    ....  5N  511b 

Hamburg,  Pa.     (Sylvan). 5N  511b 

Harrisburg,  Pa.     (Sylvan)    5N  511b 

Hummelstown,  Pa.     (Sylvan)    .  .  5N  511b 

Mt.  Pleasant,  Pa.     (Sylvan)....  5N  511b 

Philadelphia,  Pa.     (Sylvan)....  5N  511b 

Pittsburgh,  Pa.     (Sylvan)   5N  511b 

Pottstown,  Pa.     (Sylvan)    5N  511b 

Reading.  Pa.     (Sylvan)   5N  511b 

Scranton,  Pa.     (Sylvan')    5N  511b 

Pennsylvania      Telephone      Company, 
The: 

Dividends  paid  since  organization  of 

company.     (Trax)   4A  282b 
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Percentage    of    Bell,    Connecting    and 

Independent  Telephones:  Exhibit       Page 

Map  showing  development  and  relative 
percentage  of  Bell,  connecting  and 
independent  telephones  in  the  vari- 
ous exchange  areas  in  the  State  of 
Pennsylvania.      (Sylvan )    4S  309b 

Percentage     of     Depreciation     to     Re- 
placement Value: 

As  of  Aug.  31,  1912.     (Bemis)  5  533b 

Percentage     of     Expenditures     to 
Revenue : 

Telephone  revenue,  telephone  expendi- 
tures and  percentage  of  expenditures 
to  revenue,  January  1,  1885,  to 
October  31,  1913.     (Trax)    5B  372b 

Percentage  of  Illiterates: 

Chart  showing,  by  States,  for  the 
United  States,  the  nativity  of  popu- 
lation, telephones  per  100  population 
and  percentage  of  illiterates.  (Hay- 
ward)  3L  253b 

Percentage  of  Profit  to  Investment: 

Return  on  investment  in  sundry  manu- 
facturing corporations  not  under 
governmental  control.     (Sterrett)..  40  304b 

Return  on  investment  in  sundry  trad- 
ing corporations  not  under  govern- 
mental control.     (Sterrett)    4P  305b 

Percentage    of   Telephone    Stations    to 
Population: 

Curves  showing  population  and  station 
development  and  percentage  of  tele- 
phone stations  to  population,  1884 
to  1914.     (Hayward)   31  249b 


cc  Index  to  Exhibits. 

Percentage    of   Telephone    Stations    to 

Population — Continued  Exhibit       Page 

Curves  showing  estimated  future  popu- 
lation, number  of  telephone  stations 
including  Bell,  Bell  connecting  and 
competing  company  stations,  and 
percentage  of  telephone  stations  to 
population,  1913  to  1915.  (Hay- 
ward  )   3J  250b 

Table  showing  estimated  population, 
stations  in  service,  percentage  of 
stations  to  population,  miles  of  toll 
circuit  and  exchanges  in  service, 
1884  to  1914.    (Hayward) 3K  251b 

Percentage  of  Toll  Using  Subscribers: 

In  typical  exchanges  in  the  State  of 
Pennsylvania  for  the  month  of  Janu- 
ary, 1913,  and  for  the  year  1913. 
(Sylvan)    4V  345b 

Plant: 

Principal  items  of,  in  the  State  of 
Penns3'lvania  as  of  August  31,  1912. 

(Hayward)    A  2b 

Estimated  replacement  value  of  prop- 
erty devoted  to  public  use  in  the 
State  of  Pennsylvania  as  of  August 
31,  1912 

The  Bell  Telephone  Company  of 

Pennsylvania   and  The  Central 

District  Telephone  Company  in 

Pennsylvania.     (Hayward)    ...  B  5b 

The  Bell  Telephone  Company  of 

Pennsylvania.     (Hayward)    ...  E  33b 

The  Central  District  Te!e{)hone 
Company  in  Pennsylvania. 
(Hayward)    F  34b 
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Plant :  Exhibit       Page 

Estimated  replacement  value  of  prop- 
erty devoted  to  public  use  in  the 
State  of  Pennsylvania — Continued 

As  of  Aug.  31,  1913. 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central 
District  Telephone  Company  in 
Pennsylvania.     (Hayward)    ...  G  35b 

The  Bell  Telephone  Company  of 

Pennsylvania.     (Hayward)    ...  H  36b 

The  Central  District  Telephone 
Company  in  Pennsylvania. 
(Hayward)    I  37b 

Auditor's  book  value  of  property  de- 
voted to  public  use  in  the  State  of 
Pennsylvania,  as  of  Aug.  31,  1912 
and  1913. 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central 
District  Telephone  Company  in 
Pennsylvania.     (Wiley)   BB  85b 

The  Bell  Telephone  Company  of 

Pennsylvania.      (Hons)    HH         91b 

The    Central    District    Telephone 

Company.     (Hons)   J  J  94b 

Comparison  of  Auditor's  book  value 
with  estimated  replacement  value  of 
property  in  the  State  of  Pennsyl- 
vania, devoted  to  public  use.  (Gil- 
lette)       TT         116b 

Appraisal  of  the  properties  of  The 
Bell  Telephone  Company  of  Penn- 
sylvania and  The  Central  District 
Telephone  Company  in  Pennsvl- 
vania,  as  of  Aug.  31,  1912.     (Paine)  41  291b 


ccii  Index  to  Exhibits. 

Plant — Continued  Exhibit      Pa^e 

Analysis  of  direct  au'l  overhead 
charges  ai)pearing  in  appraisal  of 
properties  of  The  Bell  Telephone 
Company  of  Pennsylvania  and  The 
Central  District  Telephone  Com- 
pany in  Pennsylvania,  as  of  Aug. 
31,1912.    (Paine) 4M  302b 

Estimated  increase  in  properties  of 
The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central  Dis- 
trict Telephone  Company  in  Penn- 
sylvania, subsequent  to  Aug.  31, 
1912.     (Paine)  4N  303b 

Sources   of  money  invested  in,  as  of 

Oct.  31.  1913.     (Trax)  5C  374b 

Population : 

Curves  showing  popvilation  and  sta- 
tion development,  1884  to  1914. 
(Hayward)   31  249b 

Curves  showing  estimated  future 
population,  number  of  telephone 
stations,  including  Bell,  Bell  con- 
necting and  competing  company 
stations,  and  percentage  of  tele- 
phone stations  to  population.  ( Hay- 
ward)  3J  250b 

Table   showing  estimated  population, 

'  stations    in    service,    percentage    of 

stations  to  population,  miles  of  toll 

circuit    and    exchanges    in    service. 

1884  to  1914.     (Hayw^ard) 3K  251b 

Chart  showing  by  States,  for  the 
United  States,  the  nativity  of  popu- 
lation, telephones  per  100  popula- 
tion and  percentage  of  illiterates. 
(Hayward)    3L  253b 
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Predecessor  Bell  Licensee  Companies:       Exhibit       Page 
Chart  showing  predecessor  Bell  licen- 
see companies  and  other  telephone 
companies  purchased  or  merged : 
The  Bell  Telephone  Company  of 

Pennsylvania.      (Trax)    MM       101b 

The  Central  District  Telephone 
Company  in  Pennsylvania. 
(Trax)' NN        103b 

Present  Value: 

See  Structural  Value. 

Prices : 

Comparison  of,  for  materials  supplied 
by  Western  Electric  Company  for 
years  1912  and  1913.     (Swope)...  3D  230b 

Principal  Items  of  Plant: 

In   the    State   of    Pennsylvania,    as   of 

Aug.  31.  1912.    (Playward)  A  2b 

Profits: 

Electrical  manufacturing  companies — 
Ratio  of  profits  to  net  investment. 
(Swope)    3B  222b 

Accrued  depreciation,  depreciation  re- 
serves, and  profits.  1913.     (Bemis).  7  535b 

Early  profits,  (a)  Dividends  paid  on 
average  capital  stock,  1880-1884; 
(b)  Relation  of  dividends  to  aver- 
age book  value.  1885-1889.    (Bemis)  9  538b 

For   the  years    1911,    1912   and    1913. 

(Bemis)    10  541b 

Profits,  dividends  and  surplus  for  the 
years  1911.  1912  and  1913.    CBemis)  11  542b 

Ratio  of  profit  plus  nominal  surplus  to 
capital  stock  and  ratio  of  total  true 
profits  to  fair  value.  1911.  1912  & 
1913.     (Bemis)    12  542b 
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Promoters'  Remuneration:  Exhibit       Page 

Appraisal  of  the  properties  of  The 
Bell  Telephone  Company  of  Penn- 
sylvania and  The  Central  District 
Telephone  Company  in  Pennsyl- 
vania, as  of  Aug.  31.  1912.     (Paine)  41  291b 

Analysis  of  direct  and  overhead 
charges  appearing  in  appraisal  of 
properties  as  of  Aug.  31.  1912. 
(Paine)    4M  302b 

Estimated  increase  in  properties  of  The 
Bell  Telephone  Company  of  Penn- 
sylvania and  The  Central  District 
Telephone  Company  in  Pennsyl- 
vania, subsequent  to  Aug.  31,  1912. 
(Paine)    4N  303b 

Public  Utility  Companies: 

Earnings  statements  of  25  public  util- 
ity companies  whose  bonds  are  han- 
dled by  Harris,  Forbes  &  Company. 
(Addinsell)    '..  4Q  306b 

Quantities : 

Principal  items  of  plant  in  the  State  of 
Pennsylvania,  as  of  Aug.  31,  1912. 
(Hayward)    A  2b 

Rates : 

For  exchange  service  and  commercial 

conditions  affecting  rates.    (  Bethell)  5K  385b 

Schedule  of  net  annual  exchange  rates 
in  effect  at 

Philadelphia.  Pa.     (Bethell) 5L  463b 

Pittsburgh,  Pa.     (Bethell)   5L  465b 

Ratio  of  Profits  to  Net  Investment: 

Electrical     manufacturing     companies. 

(Swope^.    3B  222b 
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Real  Estate — Land:  Exhibit      l^otge 

See  Land. 

Real  Estate — Buildings: 

See  Buildings. 

Receipts : 

Comparison  of  receipts  from  all 
sources  with  total  expenditures  for 
all  purposes,  January  1,  1885,  to 
October  31,  1913.     (Trax) 5F  378b 

Replacement    Method     of    Computing 
Going  Concern  Cost: 

See  Interest  and  Operating  Ex- 
penses During  Development  (Re- 
placement method). 

Replacement   Reserves : 

See  Balance  Sheets 
Depreciation 
Reserves. 

Replacement   Value: 

Estimated  replacement  value  of  prop- 
erty   devoted    to   public   use   in    the 
State  of  Pennsylvania 
As  of  Aug.  31.  1912 

The    Bell    Telephone    Company 

of     Pennsylvania     and     The 

Central     District     Telephone 

,  Company     in     Pennsylvania. 

(Hay  ward )    B  5b 

The    Bell    Telephone    Company 

of  Pennsylvania.    (Hayward)  E  33b 
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Replacement  Value:  Exhibit       Page 

Estimated  replacement  value  of  prop- 
erty devoted  to  public  use  in  the 
State  of  Pennsylvania  as  of  Aug. 
31,  19\2— Continued 

The  Central  District  Telephone 
Company     in      Pennsylvania. 

(Hayward)    F  34b 

As  of  Aucr.  31,  1913 

The  Bell  Telephone  Company 
of  Pennsylvania  and  The 
Central  District  Telephone 
Company  in  Pennsylvania. 
(Hayward )    G  35b 

The    Bell    Telephone    Company 

of  Pennsylvania.    (Hayward)  H  36b 

The  Central  District  Telephone 

Company     in     Pennsylvania. 

(Hayward)    ^ I  37b 

Details  of  replacement  value  (new)  of 
owned  buildings  as  of  Aug.  31,  1912 
Class  1 — Replacement    value    de- 
termined    by     actual 
contractors'  estimates. 

(Hayward)    S  66b 

"  2 — Replacement  value  taken 
as  book  value  as  of 
September     1.     1912. 

(Hayward)    T  70b 

"      3 — Replacement  value  taken 
as    book    value    cor- 
rected to  date  by  add- 
ing   2.4%    per    year. 
(Hayward)    ........  U  72b 

-Replacement  value  based 
on  cost  per  cubic  foot. 
(Hayward)    V  76b 
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Replacement   Value — Can  tinned  Exhibit       Page 

Details  of  replacement  value  (second- 
hand) of  owned  buildings  as  of 
Aug.  31,  1912 

Class  5 — Replacement  value  based 
on     rough     estimates 
of  second-hand  value, 
including   cost   of   al- 
terations. (Hayward)  W  79b 
Details  of  replacement  value  (part  new 
and    part    second-hand)     of    owned 
buildings  as  of  Aug.  31,  1912 

Class  6 — Replacement  value  of 
combination  buildings 
figured  according  to 
Classes      4      and      5. 

(Hayward)    X  80b 

Explanation  of  methods  used  in  ob- 
taining replacement  value  of  build- 
ings.    (Hayward)    Y  82b 

Sub-division  of  building  estimates  sub- 
mitted by 

The  Charles  McCaul  Company  of 

Philadelphia,  Pa.     (Hayward).  Z  83b 
Henry  Shenk  Company  of   Pitts- 
burgh, Pa.     (Hayward)   AA  84b 

Unit  costs  used  in  determination  of 
estimated  replacement  value  of  prop- 
erty  in   the   State   of   Pennsylvania. 

(Hayward)   GG  90b 

Comparison  of  Auditor's  book  value 
with  estimated  replacement  value  of 
property  in  the  State  of  Pennsyl- 
vania devoted  to  public  use.  ( Gil- 
lette)      TT        116b 

Appraisal  of  the  properties  of  The 
Bell  Telephone  Company  of  Penn- 
sylvania and  The  Central  District 
Telephone  Company  in  Pennsyl- 
vania, as  of  Aug.  31,' 1912.     (Paine)  41  291b 
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Replacement   Value — Continued  Exhibit       Page 

Analysis  of  direct  and  overhead 
charges  appearing  in  appraisal  of 
properties  of  The  Bell  Telephone 
Company  of  Pennsylvania  and  The 
Central  District  Telephone  Com- 
pany   in    Pennsylvania,   as    of    Aug. 

31.1912.  (Paine) 4M  302b 

Estimated    increase    in    properties    of 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central  Dis- 
trict Telephone  Company  in  Penn- 
sylvania,   subsequent    to    Aug.    31, 

1912.  (Paine)   ^ 4N  303b 

Per  cent,  of  depreciation  to  replace- 
ment  value    as    of   Aug.   31,    1912. 

(Bemis)    5  533b 

Reproduction  Cost,  New: 

See  Replacement  Value. 

Report : 

To  stockholders  of  Western  Electric 
Company   for  the  year  ending  Dec. 

31.1913.  (Swope)  3C  225b 

Reserves : 

Depreciation    reserve   as    of   Oct.    31, 

1913.  (Gillette)    WW     120b 

Increase  in.     (Trax)   5B 

Page  2       373b 
Telephone    property    in    Pennsylvania 

built  out  of  reserves.     (Trax)    ....  5C  374b 

See  also  Depreciation 

Balance  Sheets. 

Reserves,   Depreciation : 

See  Balance  Sheets 
Depreciation 
Replacement  Reserves 
Reserves. 
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Return  on  Investment:  Exhibit       Page 

In  sundry  manufacturing  corporations 
not  under  governmental  control. 
(Sterrett)    40  304b 

In  sun(lr\-  trading  corporations  not 
under  governmental  control.  (Ster- 
rett )    4P  305b 

Sec  also  Earnings 
Dividends. 

Revenue : 

Detailed    statement    of   gross    revenue 
for  the  years  1911,  1912  and  1913 
The  Bell  Telephone  Company  of 

Pennsylvania.      (Trax)    3Q  264b 

The    Central    District    Telephone 

Company.     (Trax )    3R  266b 

The    Central    District    Telephone 
Company       in        Pennsylvania. 

(Trax)     3S  268b 

Detailed  statement  of  gross  revenue 
attributable  to  telephone  operations 
in  the  State  of  Pennsvlvania  for  the 
years  1911,  1912  and  1913.     (Trax)  3T  270b 

Telephone  revenue,  telephone  expendi- 
tures and  percentage  of  expendi- 
tures  to   revenue,   Jan.    1,   1885,   to 

Oct.  31,  1913.     (Trax)  5B  372b 

Chart  showing  average  telephone  reve- 
nue per  station,  average  telephone 
expenditures  per  station  and  num- 
ber of  stations  in  service,  Dec.   31, 

1884,  to  1913.     (Bethell)   51  382b 

Statement  showing  number  of  stations 
in  service,  and  exchange  revenue, 
toll  revenue,  total  telephone  revenue, 
current  telephone  expenses,  and  book 
valuation  of  physical  property  per 
station,  1884-1913.     (Bethell)  ' 5J  383b 
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Revenue — Continued  Exhibit       Paj^e 

Revenue,  expenses  and  profits  for  the 

years  1911,  1912  &  1913.     (Bemis).         11  541b 

Robb,   Russell: 

Diagram  drawn  l)y,  to  illustrate  tes- 
timony          4R  308b 

Rural  Line  Associations: 

Names  of,  and  localities  served. 

The  Bell  Telephone  Company  of 

Pennsylvania.     (Sylvan)    4T  311b 

The    Central    District    Telephone 
Company       in       Pennsylvania. 

(Sylvan)    4T  337b 

List  of  localities  to  which  Bell  service 
has  been  extended  since  Jan.  1. 
1909,  in  the  territory  of  The  Bell 
Telephone  Company  of  Pennsyl- 
vania, and  since  Dec.  1,  1910,  in  the 
territory  of  The  Central  District 
Telephone  Company  in  Pennsyl- 
vania, by  means  of  either  the  Bell 
Company's  lines  or  lines  of  Rural 
Line  Associations  or  Connecting 
Companies.     (Trax)   5!M  467b 

Sales : 

Curve  showing  annual  sales  of  A\'est- 
ern  Electric  Company — all  houses, 
from  1885  to  1913,  inclusive. 
(Swope)    3A  221b 

Selling  Service: 

Estimated  replacement  value  of  prop- 
erty devoted  to  public  use  in  the 
State  of  Pennsylvania,  as  of  Aug. 
31,  1912.     (Hayward)   B  5b 
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Selling  Service — Continued  Exhibit       Page 

Determination   of   interest    and   oper- 
ating  expenses   during   development 
The  Bell  Telephone  Company  of 

Pennsylvania.     (Hayward)    ...  C 

Page  1  Gh 

The    Central    District    Telephone 
Company        in        Pennsylvania. 

( Hayward )    C 

Page  2  81; 

Curve  of  investment  for,  by  quarters. 

(Hayward)    D 

Page  23        32b 

Service  Contract : 

Standard  Western  Electric  Company 

service  contract.     (Swope)    3E  231b 

Shenk   Co.,   Henry: 

Subdivision  of  estimates  of  replace- 
ment values  of  buildings  sub- 
mitted by.     (Hayward)    AA  84b 

Sources   of  Money: 

Invested  in  property  in  the  State  of 
Pennsylvania  as  of  Oct.  31,  1913. 
(Trax) 5C  374b 

Spot   Map: 

Showing  development  and  relative  per- 
centage of  Bell,  Bell  connecting 
and  independent  telephones  in  the 
various  exchange  areas  in  the  State 
of  Pennsylvania.      (Sylvan  i    4S  309b 

Statement   of   Earnings: 

Of  25  public  utility  companies  whose 
bonds  are  handled  by  Plarris,  Forbes 
&  Company.     (Addinsell)    4Q  306b 


ccxii  Index  to  Exhibits. 

Stations:  Exhibit       Pcv^e 

Curves  showing  poj)ulation  and  station 
development — 1884  to  1914.  (  I  lay- 
ward)   '..  31  2491) 

Curves  showing  estimated  future  i)np- 
ulation,  number  of  telephone  sta- 
tions, including  Bell,  Bell  connect- 
ing and  competing  company  stations 
and  percentage  of  telephone  stations 
to  population — 1913  to  1950.  (  Hay- 
ward  )    3J  250h 

Statement    of    population,    stations    in 

service,    percentage    of    stations    to 

population,  miles  of  toll  circuit  rml 

i  exchanges  in  service — 1884  to  l'U4 

(Hayward)    3K  2511. 

Chart  showing  by  States,  for  the 
United  States,  the  nativity  of  popu- 
lation, telephones  per  100  popula- 
tion, and  percentage  of  illiterates. 
(Hayward)    3L  253b 

Map  showing  development  and  relative 
percentage  of  Bell,  connecting  and 
independent  telephones  in  the  va- 
rious exchange  areas  in  the  State  of 
Pennsylvania.      (Sylvan)    4S  309b 

Chart  showing  average  telephone 
revenue  per  station,  average  tele- 
phone expenditures  per  station  and 
number  of  stations  in  service,  Dec. 
31,  1884  to  1913.     (Bethell)   51  382b 

Statement  showing  number  of  stations 
in  service,  and  exchange  revenue, 
toll  revenue,  total  telephone  revenue, 
current  telephone  expenses  and  book 
valuation  of  physical  propertv  \)QV 
station,  1884-1913.     (Bethell)' 5J  383b 


Index  to  Exhibits.  ccxiii 

Sterrett,  Joseph  E. :  Exhibit       Page 

Statement  showing-  return  on  invest- 
ment in  sundry  manufacturing  cor- 
porations, not  under  governmental 
control    4(J  304b 

Statement  showing  return  on  invest- 
ment in  sundry  trading  corporations, 
not  under  governmental  control.  .  .  .  4P  305b 

Stocks: 

Cost  of  money — public  utility  securi- 
ties— stocks.      (Paine)    4L  301b 

Stocks  and  bonds  owned  and  bills  re- 
ceivable from  other  telephone  com- 
panies.    (Trax)   5D  375b 

See  also  Average  Capital  Stock. 

Structural  Value: 

Estimate  of,  as  of  Aug.  31,  1912,  of  _ 

plant  in  the  State  of  Pennsylvania. 

(Hayward)    N  42b 

Estimate  of,  as  of  Aug.  31,  1913,  of 

plant  in  the  State  of  Pennsylvania. 

(Hayw^ard)    O  43b 

Supplies: 

Estimate  of  supplies  required  for  capi- 
tal construction,  replacements  and 
operation      and      current      repairs. 

(Paine)    50 

Page  1        512b 

Surplus: 

Accumulated  out  of  telephone  earnings. 

(Trax)    4Z  369b 

Total  assets  acquired  out  of  undistrib- 
uted earnings.      (Trax)    5A  371b 

Assets  acquired   out  of   surplus  earn- 

inos.     (Trax)   5B 

Page  2       373b 


ccxiv  Index  to  Exhibits. 

Surplus — Continued  Exhibit       Page 

Property  built  out  of.     (Trax)   5C  374b 

Net  surplus  for  1913  after  meeting  all 
depreciation.     (Bemis )   10  539b 

Nominal  surplus  without  any  adjust- 
ments for  excessive  maintenance  or 
excessive  payments  to  Bell  System 
for  1911.  1912  &  1913.     (Bemis  ) ...  12  542b 

Swope,   Gerard : 

Curve  showing  annual  sales  —  all 
houses — from  1885  to  1913,  inclu- 
sive     3A  221b 

Ratio  of  profits  to  net  investment,  elec- 
trical manufacturing  companies....  3B  222b 

Report  to  stockholders  of  Western 
Electric  Companv  for  vear  ending 
Dec.  31,  1913.  . .' '. 3C  225b 

Comparison  table  of  prices  for  mate- 
rials supplied  to  The  Bell  Telephone 
Company  of  Pennsylvania  and  The 
Central  District  Telephone  Company 
for  the  years  1912  and  1913 3D  230b 

Standard    Western    Electric    Company 

service  contract 3E  231b 

Agreement  between  The  American 
Bell  Telephone  Company  and  West- 
ern Electric  Company,  dated  Feb.  6, 
1882 3F  2371: 

Modification  of  agreement  dated  Feb. 
6,  1882 3G  2451) 

Map  shjwing  telephone  companies' 
division  boundaries.  Western  Elec- 
tric Company's  warehouse  service 
boundaries,  and  routing  of  merchan- 
dise, Western  Electric  Company  to 
warehouse    3H  247h 
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Sylvan,   T.   P. : 

Map  showing  development  and  rela- 
tive percentage  of  Bell,  connecting 
and  independent  telephones  in  the 
various  exchange  areas  in  the  State 
of   Pennsylvania    (spot  map) 

Names  of  rural  line  associations  and 
connecting  companies  in  the  State  of 
Pennsylvania  and  localities  served .  . 

Map  showing  toll  circuits  in  the  State 
of  Pennsylvania,  as  of  Jan.  1,  1914. 

Statement  showing  the  percentage  of 
toll  using  subscribers  in  typical  ex- 
changes in  the  State  of  Pennsyl- 
vania for  the  month  of  January, 
1913,  and  for  the  year  1913." .'. 

Exchange  traffic  chart — 

Altoona,  Pa 

Bryn  Mawr,  Pa 

Carbondale,   Pa 

Greensburg.  Pa 

Hamburg,  Pa 

Harrisburg,  Pa 

Hummelstown,  Pa 

]\lt.  Pleasant,  Pa 

Philadelphia,   Pa 

Pittsburgh,  Pa 

Pottstown,  Pa 

Reading,  Pa 

Scranton,  Pa 

Chart  of  traffic  between  exchanges : 
Eastern    Division — The    Bell    Tele- 
phone Company  of  Pennsylvania. 
Harrisburg  Division— The  Bell  Tele- 
phone Company  of  Pennsylvania. 
The      Central      District      Telephone 
Company  in  Pennsylvania 

Statement  of  method  of  listing  sub- 
scribers in  the  various  telephone 
directories    


Exhibit      Ease 
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4T 

4U 


309b 

311b 
343b 


4V 


345b 


4W 
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350b 

4W 

351b 

4W 

352b 

4W 

353b 

4\V 

354b 

4W 

355b 
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356b 

4W 

357b 

4W 

358b 

4X 

359b 

4X 

361b 

4X 

363b 

4Y 


365b 
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Sylvan,  T.  P. — Continued 

Daily  local  calls — average  of  two  days 
each  month  (peg  counts)  — 

Altoona,  Pa 

Bryn  Mawr,  Pa 

Carbondale,  Pa 

Greensburg,  Pa 

Hamburg,  Pa 

Harrisburg.  Pa.    

Hummelstown.  Pa 

Mt.  Pleasant.  Pa 

Philadelphia,  Pa 

Pittsburgh,  Pa 

Pottstown,  Pa 

Reading,  Pa 

Scranton,  Pa 


Exhibit       Pa^e 


5N 

511b 

5N 

311b 

5N 

511b 

5N 

511b 

5N 

511b 

5N 

511b 

5N 

511b 

5N 

511b 

5N 

511b 

5N 

511b 

5N- 

511b 

5N 

511b 

5N 

511b 

Telephone   Directories : 

Method  of  listing  subscribers  in  the 
various  telephone  directories.  (Syl- 
van)     


4Y 


365b 


Territorial   Map: 

The  Bell  Telephone  Company  of 
Pennsylvania  and  x\ssociated  Com- 
panies.    (Hay ward)    


LL 


99b 


Toll   Circuits : 

]\Iap    showing,    in    State    of    Pennsyl- 
vania.    (Svlvan )    


4U 


343  b 


Toll   Using   Subscribers: 

Percentage  of,  in  typical  exchanges  in 
the  State  of  Pennsylvania  for  the 
month  of  January,  1913,  and  for  the 
year  1913.     (Sylvan)    


4\" 


345b 
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Trading   Corporations:  Exhibit       Page 
Return  on  investment  in  sun;;ry  trad- 
ing    corporations     not     under    gov- 
ernmental control.     (Sterrett) 4P  305b 

Traffic   Bet'ween   Exchanges: 

Eastern  Divisicjn — Tlic  Bell  Tele- 
phone Company  of  Pennsylvania. 
( Sylvan  )    4X  359b 

Harrisburg  Division — The  Bell  Tele- 
phone Company  of  Pennsylvania. 
(Sylvan)    4X         '  .-Gib 

The  Central  District  Telephone  Com- 
pany in  Pennsylvania.     (Sylvan)   .  .  4X  363b 

Traffic   Charts: 

Exchange  traffic  charts — 

Altoona,  Pa.     (Sylvan)    

Bryn  Mawr.  Pa.     (  Sylvan  )   

Carbondale.  Pa.     (Sylvan)    

Greensburg,  Pa.     (Sylvan)    

Hamburg,  Pa.     (Sylvan)   

Harrisburg,  Pa.     (Sylvan)    

Hummelstown,  Pa.      (Sylvan)    .  . 

Mt.  Pleasant,  Pa.     (  Sylvan  )   

Philadelphia,  Pa.      (Sylvan)    .... 

Pittsburgh.  Pa.     (  Sylvan  )    

Pottstown,  Pa.     (Sylvan  )    

Reading,  Pa.     (Sylvan)    

Scranton,  Pa.     (  Sylvan)    

Chart  of   traffic  between   exchanges — - 

Eastern  Division — The  Bell  Tele- 
phone Company  of  Pennsyl- 
vania.    (  Sylvan  )    4X  y-^Jh 

Harrisburg  Division  —  The  r>ell 
Telephone  Company  of  Penn- 
sylvania.    (  Sylvan  )   4X  361b 

The  Central  District  Tele])l'ione 
Company  in  Pennsvlvania. 
(  Sylvan  )    4X  363b 


AW 

346b 

AW 

347b 

4W 

348b 

4\\^ 

34% 

4\V 

350b 

4W 

351b 

AW 

352b 

AW 

353b 

AW 

354b 

AW 

355b 

4^^^ 

356b 

4\\^ 

357b 

4\\' 

358b 

ccxviii  hidex  to  Exhibits. 

Trax,    Harland   A.:  Exhibit       Page 

Chart  showing-  predecessor  I'.ell  licen- 
see companies  and  other  telephone 
companies  purchased  or  merged : 
The  Bell  Telephone  Company  of 

Pennsylvania MM       101b 

The    Central    District    Telephone 

Company  in  Pennsylvania NX        103b 

Organization  chart  of  The  Bell  Tele- 
phone   Company    of    Pennsylvania 

and  Associated  Companies OO        105b 

Central   offices   established   since  Jan. 

1.  1909 3M  255b 

Balance  sheets— Dec.  31.  1911,  1912 
and  1913: 

The  Bell  Telephone  Company  of 

Pennsylvania 3N  258b 

The    Central    District    Telephone 

Company 30  260b 

Balance  sheet — Dec.  31.  1913 — The 
Central  District  Telephone  Com- 
pany in  Pennsylvania 3P 

Page  1        262b 
Method  of  preparing  estimate  of  as- 
sets  and   liabilities,   as   of   Dec.   31, 
1913,  for  The  Central  District  Tele- 
phone Company  in  Pennsylvania.  .  .  3P 

Page  2         263b 
Gross  revenue,  detailed  statement  of, 
for  the  years  1911,  1912  and  1^13. 
The  Bell  Telephone  Company  of 

Pennsylvania 30  264b 

The    Central    District    Telephone 

Company    3R  266b 

The    Central    District    Telephone 

Company  in  Pennsylvania 3S  268b 

Gross  revenue,  detailed  statement  of, 
attributable  to  telephone  operations 
in  the  State  of  Pennsylvania,  for 
the  vears  1911,  1912  and  1913 3T  270b 
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Trax,   Harland   A. — Continued  Exhibit       Pagt-" 

Expenses,    detailed   statement   of,   for 
the  years  1911.  1912  and  1913: 

The  Bell  Telephone  Company  of 

Pennsylvania 3U  272b 

The    Central    District    Telephone 

Company   3V  274b 

The    Central    District    Telephone 

Company  in  Pennsylvania 3W  276b 

The  Bell  Telephone  Companv  of 
Pennsylvania  and  The  Central 
District  Telephone  Company  in 

Pennsylvania    3X  278b 

Dividends  paid  since  organization  of 
company : 

Hudson  River  Telephone  Com- 
pany     3Y  280b 

Central    Pennsylvania    Telephone 

&  Supply  Company 3Z  281b 

The       Pennsylvania       Telephorte 

Company   4 A  282b 

New  York  &  Pennsylvania  Tele- 
phone &  Telegraph  Company.  .  4B  283b 

The  Delaware  &  Atlantic  Tele- 
graph &  Telephone  Company  of 
Pennsylvania 4C  284b 

The  Bell  Telephone  Company  of 
Pennsylvania  (formerly  The 
Bell  Telephone  Company  of 
Philadelphia)    4D  285b 

The  Central  District  Telephone 
Company  (formerly  The  Cen- 
tral District  &  Printing  Tele- 
graph Company )   4E  286b 

The  Bell  Telephone  Company  of 
Pennsylvania  and  Associated 
Companies — State  of  Pennsyl- 
vania    4F  287b 


ccxx  hidiw  to  lixhihits. 

Trax,   Harland   A. — Continued  Exhibit       I'a^c 

Average  capital  stock  outstanding  and 
dividends  paid  since  organization 
of  company,  attributable  to  tele- 
phone operations  in  the  State  of 
Pennsylvania   4G  288b 

Earnings  on  capital  stock  invested  in 
telephone  operations  in  the  State  of 
Pennsylvania — Jan.  1,  1885,  to  Oct. 
31,  1913 .' 4Z  369b 

Assets  acquired  out  of  earnings  up  to 

Dec.  31,  1913 5A  370b 

Telephone  revenue,  telephone  expendi- 
tures, and  percentage  of  expenditures 
to  revenue — Jan.  1,  1885.  to  Oct.  31, 
1913    '. 5B  372b 

Sources  of  money  invested  in  property 
as  of  Oct.  31,  1913 '.  5C  374b 

Statement  of  stocks  and  bonds  owned 
and  bills  receivable  from  other  tele- 
phone companies  ;  also  dividends  and 
interest  received  from  other  tele- 
phone companies   5D  375b 

Comparison  of  capitalization  with 
property  investment — -Jan.  1,  1885, 
to  Oct.  31,  1913 " 5E  3761) 

Comparison  of  receipts  from  all 
sources  wMth  total  expenditures  for 
all  purposes — Jan.  1.  1885,  to  Oct. 
31,  1913 5F  378b 

List  of  localities  to  which  Bell  service 
has  been  extended  since  Jan.  1, 
1909.  in  the  territory  of  The  Bell 
Telephone  Company  of  Pennsyl- 
vania, and  since  Dec.  1,  1*^10,  in  the 
territory  of  The  Central  District 
Telephone  Company,  by  means  of 
either  Bell  Company's  lines  or  the 
lines  of  Rural  Line  Associations  or 
Connectinof  Comoanies   5M   .       467b 
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Unit   Costs:  Exhibit       Page 

Unit  costs  used  in  determination  of 
estimated  replacement  value  of 
property  in  the  State  of  Pennsyl- 
vania.    (Hayward)   GG  90b 

Comparison  of  Plant  Accountant's 
average  unit  costs  for  poles  with 
average  unit  costs  used  in  Pennsyl- 
vania inventory.      (Gillette)    VV        118b 

Comparison  of  unit  values — New  Eng- 
land, Chicago,  Pacific  Telephone  & 
Telegraph  Company,  and  Pennsyl- 
vania appraisals.     (Paine)   4H  289b 

Valuation   of   Property: 

Estimated  replacement  value  of  prop- 
erty  devoted   to   public   use   in   the 
State  of  Pennsylvania 
As  of  Aug.  31.  1912 

The  Bell  Telephone  Company 
of  Pennsylvania  and  The  Cen- 
tral District  Telephone  Com- 
pany in  Pennsylvania.  (Hay- 
ward)   B  5b 

The   Bell   Telephone   Company 

of  Pennsylvania.    (Hayward)  E  33b 

The  Central  District  Telephone 
Company     in     Pennsylvania. 

(Hayward)    F  34b 

As  of  Aug.  31,  1913 

The  Bell  Telephone  Company 
of  Pennsylvania  and  The 
Central  District  Telephone 
Company  in  Pennsylvania. 
(Hayward )    G  35b 

The   Bell   Telephone   Company 

of  Pennsylvania.    (Hayward)  H  36b 

The  Central  District  Telephone 
Company  in  Pennsylvania. 
(Hayward)   .' I  37b 
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Valuation  of  Property — Continued  Exhibit       Pa^e 

Estimate  of  structural  value  of  plant. 

as  of  Aug.  31.  1912.     (ITayward)..  N  42b 

Estimate  of  structural  value  of  plant. 

as  of  Aug.  31,  1913.     (Hayward)..  C)  43b 

Details  of  replacement  value  (new) 
of  owned  buildinfjs.  as  of  August  31, 
1912 

Class  1 — Replacement  value  de- 
termined by  actual 
contractors'  estimates. 
(Hayward )     S  66b 

"  2 — Replacement  value  taken 
as  book  value  as  of 
Sept.  1.  1912.  (Hay- 
ward)      T  70b 

"  3 — ^Replacement  value  taken 
as  book  value  cor- 
rected to  date  by  add- 
ing 2.4%  per  year. 
(Hayward  I    \...  U  72b 

"  4 — Replacement  value  based 
on  cost  per  cubic  foot. 
(Hayward  i    V  76b 

Details  of  replacement  value  (second- 
hand) of  ov.ned  buildings,  as  of 
Aug.  31,  1912 

Class  5 — Replacement  value  based 
on  rough  estimates  of 
second-hand  value,  in- 
cluding cost  of  altera- 
tions.    (Hayward)    ..  W  79b 
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Valuation  of  Property — Continued  Exhibit       Paf^e 

Details  of  replacement  value  (part  new 
and  part  second-hand)  of  owned 
buildings,  as  of  Aug.  31,  1912 

Class  6 — Replacement  value  of 
combination  buildings, 
figured  according  to 
Classes  4  and  5.  (Hay- 
ward)    '..  X  80b 

Explanation  of  methods  used  in  ob- 
taining replacement  value  of  build- 
ings.    (Hayward )   Y  82b 

Sub-division  of  building  estimates  sub- 
mitted by 

The  Charles  AlcCaul  Company,  of 

Philadelphia,  Pa.     (  Hayward) .  Z  83b 
Henry  Shenk  Company,  of  Pitts- 
burgh. Pa.     ( Hayward  i    AA  84b 

Auditor's  book  value  of  property  de- 
voted to  public  use  in  the  State  of 
Pennsylvania,  as  of  Aug.  31.  1912 
and  1913 

The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central 
District  Telephone  Company  in 
Pennsylvania.     (Wiley)    BB  S5b 

The  Bell  Telephone  Company  of 

Pennsylvania.      (Hons)    HH         911) 

The  Central  District  Telephone 
Company  in  Pennsylvania. 
(Hons)' ' IT  94b 

Comparison  of  Auditor's  book  value 
with  estimated  replacement  value  of 
property  in  the  State  of  Pennsyl- 
vania devoted  to  public  use.  (Gil- 
lette)       TT         116b 
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Valuation  of  Property — Continued  lixhibit       Page 

A])])raisal  of  llie  ])ro])erlies  of  The 
Bell  Telephone  Company  of  Penn- 
sylvania and  The  Central  District 
Telqihone  Company  in  I'cnnsyl- 
vania,  as  of  Aug.  31,  1912.     (  Paine  )  41  291b 

Analysis  of  direct  and  overhead  charges 
appearing  in  appraisal  of  properties 
of  The  Hell  Telephone  Company  of 
Pennsylvania  .and  The  Central  Dis- 
trict Telephone  Company  in  Penn- 
sylvania, as  of  Aug.  31,  1912. 
(Paine)    4M  302b 

Estimated  increase  in  properties  of 
The  Bell  Telephone  Company  of 
Pennsylvania  and  The  Central  Dis- 
trict Telephone  Company  in  I^enn- 
sylvania,  subsequent  to  Aug.  31, 
1912.     (Paine)   4N  303b 

Fair  value  of  the  property  of  The  Bell 
Telephone  Company  of  Pennsylvania 
and  The  Central  District  Telephone 
Company  in  the  State  of  Pennsyl- 
vania.    ( Bemis )  10  339b 

Western  Electric  Company: 

Curve  showing  annual  sales  —  all 
houses — from  1885  to  1913,  in- 
clusive.    (Swope)    3A  221b 

Ratio  of  profits  to  net  investment,  elec- 
trical manufacturing  companies. 
(Swope)    " 3B  222b 

Report  to  stockholders  for  year  ending 

Dec.  31,  1913.     (Swope)' 2>C  225b 

Comparison  table  of  prices  for  mate- 
rials supplied  to  The  Bell  Telephone 
Company  of  Pennsylvania  and  The 
Central  District  Telephone  Company 
for  the  years  1912  and  1913. 
(Swope)    3D  230b 
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Western  Electric  Company — Continued        Exhibit        Page 

Standard  service  contract.     {  Swope  i .  3E  231b 

Agreement  between  The  American 
Bell  Telephone  Company  and  West- 
ern Electric  Company,  dated  Febru- 
ary 6.  1882.     ( Swope)    3F  2371) 

Moditication  of  agreement  dated   I'eb- 

ruary  6.  1882.  ^  Swope  )    3G  245b 
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